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Company Law Amendment in the United Kingdom 
REPORT OF THE COHEN COMMITTEE 
II. Recommendations Relating to Balance Sheets 
By A: A. FitzGeRaALp 


As in the case of the profit and loss accounts, the recommendations of the 
jommittee in respect to balance sheets are designed to ensure that adequate 
nformation is supplied to shareholders. 
The view which the committee takes of the purpose, nature and limitations 
pf the balance sheet is—as might have been expected—in complete accord 
with modern accounting concepts. It is to be hoped that the report will have 
widespread circulation amongst the commercial community, if only for this 
ason, for there are strong popular misunderstandings of the function of a 
falance sheet. 
As the committee points out, “a balance sheet is an historical document 
md does not as a general rule purport to show the net worth of an under- 
ing at any particular date or the present realisable value of such items as 
podwill, land, buildings, plant and machinery, nor, except in cases where 
he realisable value is less than cost, does it normally show the realisable value 
f stock in trade. Moreover, if a balance sheet were to attempt to show the 
worth of the undertaking, the fixed assets would require to be re-valued 
frequent intervals and the information thus given would be deceptive since 

he value of such assets while the company is a going concern will in most 
es have no relation to their value if the undertaking fails.” 

In particular, two points of special importance emerge from this discussion 
if the nature of the balance sheet. One is that the committee interprets 
Pmarket value” in the case of stock in trade as meaning realisable value, and 

ot estimated replacement cost. On this point its views correspond with 
he recent recommendations of the Council of the Institute of Chartered 

countants in England and Wales on valuation of stock in trade for balance 
heet purposes. 4d 
' The other“is that the requirement in the present law that every balance 
heet shall state how the values of the fixed assets have been arrived at is 
‘mappropriate since the balance sheet does not purport to give their realisable 
flue as at the date at which it is drawn up.” 

The committee considers that “the proper course is to show the cost of 
me fixed assets in existence at the date of the balance sheet under appropriate 

tadings and separately as a deduction therefrom the aggregate amount pro- 
Mded or written off for depreciation under each heading,” though it recognises 

lat in some cases (e.g., where assets are bought for a lump sum) this course 
ay be impracticable, and that in other cases (e.g., loose tools) fixed assets 
lay need to be revalued from time to time for balance sheet purposes. 

On an interesting question of terminology the committee expresses a 

ference for the modern term “current asset” instead of the older term 
loating asset.”” Ffxed assets are defined as “assets not held for sale or for 

Mversion into cash,” and current assets as “cash and assets held for con- 
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version into cash.” This distinction relies on the test of intention, though it 
might be urged that in the long run every asset is intended to be converted into 
cash and that therefore a more satisfying basis for the distinction would be 
that of time, current assets being those which it is intended to convert, and 
which in the ordinary course of business can be converted, into cash within a 
relatively short period—say one year. 

The comments of the committee on the vexed question of secret reserves 
are of particular importance. After examining the validity of the customary 
excuse for the practice of creating and using such reserves, viz., that conceal- 
ment is in the interests of the company, the committee reaches the definite 
conclusion that “we do not believe that, if fully informed, shareholders would 
press for excessive dividends and we are in favour of as much disclosure as 
practicable. It is also important in our opinion to ensure that there should 
be adequate disclosure and publication of the results of companies so as to 
create confidence in the financial management of industry and to dissipate any 
suggestion that hidden profits are being accumulated by industrial concerns 
to the detriment of consumers and those who work for industry.” 

An exception to this general thesis is the case of banking and discount 
companies, which, the committee thinks, should be absolved from the obligation 
of showing separately reserves and provisions* and transfers to and from 
such accounts. It thinks, however, that balance sheets of such companies 
“should indicate the existence of reserves and provisions and their profit and 
loss accounts should be appropriately worded so as to show whether any such 
transfers have been made during the period covered by the accounts.” 

The principal provisions of the English Companies Act, 1929, relating to 
balance sheets are contained in sections 123 and 124. Comparable sections 
in Australian Companies Acts, which are largely based on the English mode 
(though in Victoria the provisions go much further in the direction of 
insistence on disclosure) are: N.S.W. 103 and 104, Victoria 123 and 124, 
Queensland 133 and 134, South Australia 142 and 143, Tasmania 116. 

In the following summary of the recommendations made by the committee 
for amendment of sections 123 and 124 of the English Acts, recommendations 
which have no counterpart in the Victorian Companies Act, 1938, are shown 
in italics. 

Sections 124 and 125 should be amended so as to provide that: 

The balance sheet shall give a true and fair view of the state of affaws 
of the company: that for this purpose it shall classify under headings 
appropriate to the business of the company the share capital, reserves, 
provisions, liabilities and assets of the company, shall distinguish between 
the amounts respectively of the fixed and of the current assets and shall 
state how the amounts at which the fixed assets are stated have been 
arrived at. 

(Victorian wording is “shall contain a summary of the authorised share 
capital and of the issued share capital of the company, its liabilities and 
its assets, together with such particulars as are necessary to disclose the 
general nature of the liabilities and the assets of the company and te 
distinguish between the various classes of the assets and shall state the 
basis of valuation of each class of assets.” Compare also sec. 128 (1) of 
the Victorian Act, which requires a certificate from directors that the 
balance sheet is drawn up so as to exhibit a true and correct view of the 
state of the company’s affairs. ) 

Without prejudice to the generality of the above the balance sheets of 
companies shall, in addition to the requirements contained in other sections 
of the Act, comply with the following provisions: 


*For the committee’s definition of “reserves” and “‘provisions” see below. 





IOV. 1945 THE AUSTRALIAN ACCOUNTANT 379 


rh it (i) Where ascertainable there shall be shown separately— 
into (a) the cost of fixed assets under each heading in existence at 
1 be the date of the balance sheet, and 
and (b) the accumulated amount provided or written off for deprecia- 
ina tion in respect thereof ; 
the difference to be recorded in the assets column. 

ves (In certain specified cases compliance with this requirement shall not 
nary be obligatory. ) 
ceal- (ii) Investments in subsidiary companies shall continue to be shown 
inite separately ; other investments shall be shown separately under the 
ould following headings: 
e as (a) Trade investments (other than investments in subsidiary 
ould companies ) ; 
is to (b) Other quoted investments ; 
- any (c) Other unquoted investments. 
ems Provided that in the case of “other quoted investments’ the 

market value shall be stated by way of note if it differs from the 
ount balance sheet amount. 
ation (The Victorian Act also provides for the separate showing of 
trom investments on Government, municipal and other public deben- 


anies tures, stock or bonds.) 
and 


such 


(iii) There shall also be shown separately— 

(a) The nominal amount of any debentures of the company held 
by the company, not being debentures redeemed in accordance 
with the provisions as to redemption applicable thereto, and 
the amount at which they are stated in the books. 

(b) The amount of premiums on share capital save so far as 


ig to 
tions 
10del 
n of 


124 lawfully applied. 


(c) The aggregate, if material, of any capital reserves, defined as 
any amounts which, whether or not they were originally set 
aside as provisions to meet any diminution in value of assets, 
specific liability, contingency or commitment known to exist 
as at the date of the balance sheet, are not retained for that 
purpose and are not regarded as free for distribution through 
the profit and loss account. 


rittee 
tions 
10Wn 


ffairs The aggregate, if material, of other reserves, defined as any 
dings amounts which, having been set aside out of revenue or other 
7ves, surpluses, are free in that they are not retained to meet any 
ween diminution in value of assets, specific liability, contingency or 
shall comnutment known to exist as at the date of the balance 
been sheet. 

(Victorian Act requires reserves to be separately shown, 
share but does not define them. ) 
s and The aggregate, if material, of provisions which, not being 
e the provisions for the diminution in value of assets, have been 
id to set aside out of revenue or other surpluses and are retained 
€ the to meet, in cases where the amounts cannot be determined 
1) ol with substantial accuracy, any specific lability, contingency 


t the or commitment known to exist as at the date of the balance 
f the sheet. 
Provided that— 
ts of (i) amounts retained as provisions, whether for the fore- 
“tions going purposes or for diminution in value of assets, 
shall not exceed such amounts as in the opinion of the 
directors are reasonably required for the purpose; 
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(ii) in any case where the Board of Trade are satisfied that 
such disclosure would be prejudicial to the company’s 
interests and ts not required in the public interest, the 
amounts concerned need not be shown separately but 
may be included under other headings if appropriate 
words are introduced to indicate that provisions of this 
character are included therein. 
(f) Banks’ loans and overdrafts whether secured or not. 
(g) The net amount of any dividends recommended by the 
directors. 
3. Where during the period covered by the profit and loss account any 
material amount is added to capital reserves, other reserves or provisions, 
the aggregate of which is required to be disclosed in accordance with 
2 (iii) (c), (d) or (e) above, or where any amount, if material, standing 
to the credit of any such reserves or any surplus standing to the credit of 
such provisions is used, the amounts involved, the source from which they 
have been provided or the manner in which they have been used shall be 
stated in the balance sheet unless the same shall appear on the face of the 
profit and loss account or any statement or report annexed thereto. 
(The Victorian Act requires “transfers from reserves or from pro- 
visions” to be separately shown in the profit and loss account.) 
The following matters must be dealt with by way of note on the balance 
sheet or in any statement or report annexed thereto: 
(a) Where in the opinion of the directors the current assets have not 
a value realisable in the ordinary course of business of the company 
of at least the amount at which they appear in the balance’ sheet, a 
statement to that effect. 3 
(b) Where any material part of a company’s assets or liabilities com- 
prises foreign currency assets or liabilities the basis of conversion 
from foreign currency into sterling for balance sheet purposes. 
The general nature and, where practicable, the amount, if material, 
of contingent liabilities not provide for in the balance sheet and 
particulars of any charge given over the property of the company 
for the debts of another person and also the amount thereof. 
The gross amount of arrears of fixed dividends on any class of 
shares and the date to which such dividends, were last paid. 
Where a company has given options over its share capital, the 
number of shares affected, the class of share, the option price, and 
the date or dates for exercise thereof. 
The amount or estimated amount of commitments for capital ex- 
penditure, if material, so far as not provided for in the balance 
sheet. 
(g) The basis on which provision for U.K. income tax has been made. 
(h) Jn the case of a holding company, the aggregate of any shares in, 
and the aggregate of any debentures of, the holding company held 
by subsidiary companies. 
(i) Corresponding figures at the date as at which the immediately 
preceding balance sheet was made up. Unco 
Section 124 (2)(c) [Victorian Act, 124 (3) (a) (iii) ] should be amended on 
to make it clear that the amount of goodwill, patents and trade marks § Good 
may be shown as an aggregate sum, that these assets are fixed assets, and § Freeh 
that their value is to be separately shown only if and in so far as it is shown ext 
as a separate item in or is otherwise ascertainable from the books of 
the company or contracts or other documents. Total 


(The next note on the Report will deal with the committee’s recommenda- 
tions regarding accounts of holding companies and subsidiaries. ) 
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Taxation Section 
Edited by J. A. L. GuNN, F.1.C.A. 


Costs INCURRED IN CONNECTION WITH CRIMINAL PROCEEDINGS 
AGAINST MEMBER OF FIRM OF ACCOUNTANTS 

The appellants, S. and P., were partners of a firm of chartered accountants. 
S. had advised W. to form a company with the object of avoiding English 
sur-tax. The company was formed and three clerks employed by the 
appellants applied for and were allotted shares, in respect of which they paid 
the proper amount to the company. In December, 1940, S. received a letter 
from the Solicitor of Inland Revenue stating that the latter wished to take 
evidence from two employees of his firm, in order to consider whether there 
had been any infringement of the criminal law. S. consulted his solicitors, 
who arranged for the statements to be taken in their presence. In February, 
1941, S. and W. were summoned to appear before a police court on a charge 
of defrauding the revenue. At the hearing S. and P. were separately repre- 
sented. The magistrate dismissed the summons. The appellants claimed to 
deduct the legal expenses incurred. Held (i) the costs of the solicitors acting 
for the appellants’ firm down to the issue of the summons were costs incurred 
for ordinary professional purposes and were deductible; (ii) neither the 
costs of the defence of S. nor the costs in respect of the advice and separate 
legal assistance of P. were allowable deductions (Spofforth and Prince v. 
Golder [1945], 1 All E.R. 363). 

In the above case the test laid down by Lord Davey in Strong & Co. v. 
Woodifield (1906), 5 Tax Cas. 215, was applied, viz.: “It is not enough that 
the disbursement is made in the course of, or arises out of, or is connected 
with, the trade, or is made out of the profits of the trade. It must be made 
for the purpose of earning the profits.” 

The above case may be contrasted with Southern v. Borax Consolidated 
Lid. (1940), 23 Tax Cas. 597, and J.T. Comr., Bikar and Orissa v. Mahara- 
jadiraj Sir Rameshwar Sing of Darbhanga [1942], 1 All E.R. 362. 

INCOME TAX PRoBLEMS ARISING OUT OF THE SALE OF A BUSINESS 

The following is a list of assets comprised in a manufacturing business 

which has been sold as a going concern: 
Book Value. Sale Value. 
Stock in trade—lower of cost or market .. .. £10,000 £10,800 
TE cc sk na Ge on a6 cb be OX 60 7,000 6,300 
Plant— 
ee oe «eo £15000 
Depreciation ‘allowed by " Depart- 
ST case ke’ a GS-40 cde BS 4,000 


Leasehold Premises— 
Premium paid .. . £4,800 
Sinking Fund deduction allowed 
by Department .. .. .. .. .- 2,880 
1,920 
Uncovenanted improvements effected 
on leasehold premises .. .. .. -. 800 


Goodwill of business .. . Nil 
Freehold vacant land held for future 
0 a eee eee 300 


Total consideration on sale of business .. 
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If the business is owned by a company it is preferable, from the viewpoint 
of the shareholders, that they sell their shares to the purchaser, rather than 
the company should sell its assets. Assuming the shares were not originally 
acquired for the purpose of resale at a profit, the shareholders would not be 
assessable in respect of the excess of the sale price over the cost of acquiring 
the shares. The company itself will not be affected by the change in share- 
holders. There are, however, unsatisfactory features from the viewpoint of 
a purchaser who buys the shares of a company instead of the assets owned 
by the company, where those assets are sold at a profit. If the assets are 
bought at an enhanced value, the whole or portion of such enhancement may 
be an allowable deduction to the purchaser. By buying shares this advantage 
is lost. Again, the company’s past income tax returns may have been unsatis- 
factory, with the result that additional levies, including penalties, may be 
made against the company after the change of ownership takes place. 

The remainder of these notes are based on the assumption that the assets 
of the business are sold. In the example a separate price has been allocated 
to each item. This is a prime essential from an income tax viewpoint, but 
it frequently happens in practice that this essential is overlooked in preparing 
the contract of sale, the draftsman being content to divide the assets into two 
groups—those which are liable to stamp duty and those which are not. 


Trading Stock 


Section 36 provides that in the case of a disposal saie the value of trading 
stock shall be its market value on the day of the disposal, or—if in the Com- 
missioner’s opinion there is insufficient evidence of the market value on that 
day—the value which in the Commissioner’s opinion is fair and reasonable. 
The value so fixed under s. 36—not necessarily the sum stated in the con- 
tract—must be included in the vendor’s assessable income and the purchaser 
is deemed, for income tax purposes, to have bought the stock at the amount 
of that value. It is desirable therefore that trading stock shall be included in 
the contract of sale at its proper market value. 

The writer is of the opinion that market value means the price at which the 
purchaser of the business could buy similar goods in the ordinary course of 
trade at the date of acquisition, and that the term does not mean the price for 
which those goods are sold by that business on that day. In support of this 
view, attention is drawn to the fact that s. 36(3) speaks of “market value” 
whereas s. 31 refers to “market selling value.” 


Book Debts 


In the example, the book debts have been sold at a discount of 10 per cent. 
The vendor is not entitled to a deduction of this loss and any collections by 
the purchaser over and above the sum of £6,300 paid by him is not assessable 
income. On the other hand, the purchaser is not entitled to a deduction under 
s.63 of any bad debts suffered by him in respect of the bought debts, even 
if those bad debts exceed the discount of £700. This is so because the debts 
were not brought to account by the purchaser as assessable income of any 
year. If convenient, it is preferable for the vendor not to sell the book debts 
but to collect them himself. Any bad debts incurred would be an allowable 
deduction to the vendor under s.63. It should be observed that no loss or 
outgoing in relation to a business which has been sold would be allowed under 
s. 51 as a deduction to the vendor in an income year subsequent to sale—cf. 
Amalgamated Zinc (De Bavay’s) Ltd. v. F.C. of T. (1935), 54 C.L.R. 295, 
where it was held under the provisions of the previous Act corresponding to 
s. 51 of the present Act, that expenditure relating to a business incurred after 
its cessation was not deductible. It is considered, however, that a deduction 
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will be allowable, in the above circumstances, under the specific provisions of 


s,63(1) (a). 


Plant 


In the above example, the cost of the plant was £15,000 
The depreciation a!lowed to the vendor in his 
assessments amounted to .. .. .. «2 «+ +s 4,000 


The “depreciated value” at the time of sale 
i 5: wo os coe ke ak ee a £11,000 
The plant was eold for .. 2. 02 00 00 00 00 «8 17,000 


Excess of consideration receivable over de- 
preciated value was .. .. 2. 2. 2+ 00 os oe £6,000 


The excess of £6,000 is assessable under s.59(2) only to the extent of 
£4,000, being the amount of depreciation previously allowed to the vendor. 
The balance of £2,000 representing the amount by which the consideration 
receivable, £17,000, exceeds the original cost, £15,000, is not assessable. 
Section 60(1) provides that in the above example the purchaser shall be 
allowed depreciation based on £15,000, being the depreciated value immedi- 
ately prior to the date of sale, viz.: £11,000 and the sum which is included 
under s.59(2) in the vendor's assessable income, viz., £4,000. Section 
60(2) provides, however, that s.60 shall not apply where the Commissioner 
is of the opinion that the circumstances are such that depreciation based on 
the actual consideration given, viz., £17,000, should be allowed. Section 
60(1) will undoubtedly be invoked where the legal ownership of plant is 
transferred but the beneficial ownership is retained by the vendor, e.g., where 
plant is transferred to a company the shares of which are owned by the 
vendor. 

Section 59(3) provides that the consideration receivable in the case of a 
sale of plant is the sale price less the expenses of sale. Where, however, the 
plant is sold with other assets and no separate value is allocated to the plant, 
the consideration receivable is left to the determination of the Commissioner. 

It may be of the utmost importance that the sale value of plant should be 
stated in the contract of sale. The writer recalls an instance where in a 
contract of sale of a city building which was sold at a profit to the vendor no 
price was stated in respect of the lifts, which at the time were far from new. 
The Commissioner apportioned the total sale price between the lifts and the 
remainder of the property, with the result that the deemed sale price exceeded 
the cost of the lifts and consequently the whole of the depreciation previously 
allowed on the lifts was included in the vendor’s assessable income of the year 
of sale. It may be that this action could have been successfully resisted by 
the production of an expert valuation of the lifts at the time of sale. A better 
plan is to state the price in the contract of sale. 

It should be observed that the term “plant” is extended by s. 54 to include, 
inter alia, fences and certain other structural improvements on land used for 
the purpose of agricultural or pastoral pursuits. It is important that the 
value of these improvements should also be stated separately in the contract 
of sale. The excess, if any, of the sale price over the depreciated value will 
be included in the vendor’s assessable income to the extent of depreciation 
previously allowed in his assessments. If the sale price is less than the 
depreciated value, the difference is an allowable deduction to the vendor of 
the year of sale. Subject to s.60(1) the purchaser will receive an annual 
depreciation allowance based on the sum stated in the contract of sale. If the 
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price is not so stated, the best thing for the purchaser to do is to obtain and 
submit to the Commissioner a valuation of the improvements and claim a 
depreciation allowance based on that valuation. 


Leasehold Premises 


Section 84 provides that the assessable income of a taxpayer shall include 
any premium received by him in the year of income. “Premium” includes 
any consideration for the assignment of a lease (s.83). The sum of £3,000 
is, therefore, assessable income of the vendor. Section 85 provides for a 
deduction of any unrecouped premium paid by the vendor, also of any amount 
paid by him in effecting improvements on the leasehold property, in respect 
of which no deduction has been allowed in the vendor’s assessment. In the 
present case the vendor spent £800 in uncovenanted improvements, i.e., on 
improvements not made under the provisions of the lease or under an agree- 
ment for lease or not made with the written consent of the lessor, and in 
respect of which, therefore, the vendor was not entitled to the sinking fund 
deduction provided by s. 88(2). 

The net result is therefore as follows: 

Vendor’s assessable income includes the premium receivable .. £3,000 

Vendor is entitled to the following deductions: 

Premium paid by him for lease .. .. .. £4,800 
Sinking fund deduction allowed to him 
sy ee cree a eee 2,880 


Cost of improvements effected by lessee .. £800 
Sinking fund deduction under s.88(2) .. Nil 


Total deductions under s. 88 .. 
Net premium .. 


Section 83(2) provides that where a lease is sold together with other assets 
the amount of the consideration attributable to the lease shall, subject to s. % 
(trading stock) and s. 59 (depreciated property), be: 

(a) Where a separate amount is allocated to the lease in any contract of 
sale or arrangement, and the Commissioner is satisfied that the separate 
amount is fair and reasonable—the amount so allocated; or 

(b) Where no separate amount is so allocated or the Commissioner is not 
satisfied that the amount allocated is fair and reasonable—the amount 
determined by the Commissioner. 

The purchaser will be entitled to a deduction calculated with reference to 
the sum of £3,000 and spread over the unexpired period of the lease (s. 8 
(1)). 

N.B.—In the case of a manufacturing business it is most unusual for a 
lessee to pay any sum as consideration for the grant or assignment of a lease, 
where such sum represents commuted rent. The above premium was inserted 
in the example merely to illustrate the provisions of the Act relating to 
leasehold premiums. 

Goodwill 
“Premium” includes “any goodwill or licence attached to or connected 


with land, a lease of which is granted, assigned or surrendered.” To the 
extent, therefore, that the amount receivable for goodwill, viz., £4,000, is 
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local, as opposed to personal, it must be included in the vendor’s assessable 
jncome. 

The purchaser will be entitled to a deduction calculated with reference to 
the amount, if any, included in the vendor’s assessable income and spread over 
the unexpired period of the lease (s. 88 (1)). 

In the present case, the subject of the sale is a manufacturing business. In 
this class of case, and also that of a wholesale business, it is considered diffi- 
cult, if not impossible, to establish that the goodwill is “attached to or 
connected with land.” In this view, no part of the goodwill is assessable in 
the hands of the vendor or is an allowable deduction to the purchaser. 


Vacant Land 


The freehold land was acquired for the purpose of future extension of the 
business premises. It was not acquired for the purpose of resale at a profit 
(s. 26(a) ), and the vendor does not carry on a business of trafficking in land 
(s.6), consequently the profit of £200 is not assessable income of the vendor. 


EXPENSES INCURRED IN MAINTAINING OFFICE FOR PURPOSE OF 
COLLECTING Property INCOME 


The taxpayer maintained an office for the purpose of collecting income 
from property and interviewing applicants for mortgage loans, also for the 
convenience of companies of which he was a director, for consultations, 
signing cheques, etc. He claimed as a deduction office expenses, including 
rent, accountants’ fees and sundries. Held claim disallowed (10 C.T-B.R. 
Cas. 59). The Board of Review found that the taxpayer was not carrying 
ona business and (applying Duke of Norfolk v. Lamarque (1890), 2 Tax 
Cas. 579) that the expenditure did not represent outgoings incurred in gain- 
ing or producing assessable income; moreover, the amounts claimed repre- 
sented expenditure of a private nature. The Board pointed out that the 
provision in s.64 would have been unnecessary if the costs of collecting 
income were deductible under s. 51(1). 


Frees Paip To ATTORNEY BY INCAPACITATED TAXPAYER FOR 
UNFETTERED MANAGEMENT OF AFFAIRS 


For many years the taxpayer, who was an invalid, had been unable to attend 
to his own affairs. He had appointed an attorney under deed whereby the 
attorney was given absolute power to act for the taxpayer. Held that the 
attorney’s fee, accountancy fees and the attorney’s office expenses were not 
deductible (10 C.T.B.R. Cas. 60). “The fee paid to the attorney cannot 
properly be regarded as commission for collecting the taxpayer’s assessable 
mcome. It is not related to income by way of percentage thereof. It has 
remained the same amount from the beginning, when the taxpayer’s income 
was very much less than it is now.” 


CHARACTERISTICS OF CAPITAL LOSSES AND OUTGOINGS 


The respondent company was a mineowner which proposed to mine coal 
ina certain seam. Before it could do so it would have been necessary to 
provide for remedial works in order to carry out its obligations, imposed by 
the Dun Area Drainage Act, 1929, s.9, to obviate or remedy any decrease in 
the efficient working of the drainage system in the district which resulted 
from the working of minerals. The company arrived at a preliminary esti- 
mate of £68,000 as being their expenditure for this purpose. But before 
‘erations were commenced the Dun Drainage Commissioners proposed a 
joint scheme of extensive drainage works which would in effect procure for 
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the respondents immunity from all the duties and liabilities of the Doncaster 
Drainage Act, 1929, including the possibility of injunctions of a far-reaching 
character. The respondents were asked to contribute to this scheme £39,000, 
payable by instalments over a number of years. The question for the decision 
of the court was whether these sums were revenue or capital expenditure. 
Held: the contribution to the scheme secured an enduring advantage for the 
respondents’ business and should be regarded as a capital expenditure for 
the purposes of income tax. (J. H. Bean (H.M. Inspector of Taxes) », 
Doncaster Amalgamated Collieries Lid. [1944], 2 All E.R. 279.) 

The following capital attributes of the expenditure in question were 
observed by the court: 

Scott, L. J.: It procured for the respondents two “enduring advantages,” 
a large new acquisition of workable coal, “for the company’s proprietary 
rights had no commercial reality unless the surface drainage was maintained 
in accordance with the Acts,” and permanent immunity from all the cop- 
tinuing expenditure entailed by statutory obligations. 

Du Parcq., L.J.: “Though this case may be near the borderline . . .. it 
appears to me that the company has acquired . . . . an advantage for the 
enduring benefit of its trade since thereby it has been enabled to work about 
5,000,000 tons of coal over a period of six or seven years.” 

Uthwatt, J.: “The payments .... are... . level payments spread over a 
period of 30 years, but no stress can be. . . . laid on that fact, for it was 
the agreed method of satisfying an initial liability fixed at £39,000.” 

“None of the works provided for by the agreement were to be carried out 
on the property of the company. That is immaterial, for the company got 
an advantage from the works . . . . the coal measures might be worked out 
in some six or seven years, but they were a capital asset.” 

“. .. the occasion for the transaction did not arise as an incident to the 
actual working of the coal, and the liability incurred was not in any real sense 
a working expense incurred by the company.” 

“Lastly, if for the purpose of determining the nature of the payment it is 
related to the liabilities of the colliery company under the Act, then, as | 
have said, the transaction obviates not only the doing of preventive and 
remedial works arising in connection with subsidence, but also the setting up 
of capital funds the income of which would be applicable for maintenance 
of those works and the capital of which would be held on trust for the Board. 
The transaction is singularly like the redemption of a capital charge on the 
company’s undertaking, and that is obviously a capital expense. 

“For these reasons I am of the opinion that the sums are not deductible in 
ascertaining profits and gains, and that the appeal should be allowed.” 


MepIcaL ExPENSES INCURRED BY PROFESSIONAL SHORTHAND WRITER 
Due To ILLNEss CAUSED BY WoRKING IN UNFAVOURABLE 
CONDITIONS 


The taxpayer was a professional shorthand writer. As a result of working 
in unfavourable conditions he became ill. He claimed a deduction of medical 
expenses incurred by him. Held, inter alia, the medical expenses incurred 
were not permissible deductions since they were not wholly and exclusively 
laid out or expended for the purpose of the appellant’s profession. (Norman 
v. Golder [1945], 1 All E.R. 352). “It is quite impossible to argue that a 
doctor’s bills represent money wholly and exclusively laid out for the purpose 
of the trade, profession, employment or vocation of the patient. True it is 
that if you do not get yourself well and so incur expenses to doctors yoll 
cannot carry on your trade or profession, and if you do not carry on yout 
trade or profession you will not earn an income, and if you do not earn anj 
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income the revenue will not get any tax. The same thing applies to the food 
you eat and the clothes you wear. But expenses of that kind are not wholly 
and exclusively laid out for the purpose of the trade, profession or vocation. 
They are laid out in part for the advantage and benefit of the taxpayer as a 
living human being. Paragraph (b) of the rule equally would exclude 
doctors’ bills, because they are, in my opinion, expenses of maintenante of 
the party, his family, or a sum expended for a domestic or private purpose,” 
per Lord Greene, M.R., at p. 354. 


PROFIT-MAKING UNDERTAKING OR SCHEME 


Two land dealers bought land and gave it unconditionally to their wives. 
Subsequently the wives sold the land at a profit to a company of which the 
husbands were the only directors. Two years later a similar transaction was 
carried out in the same way, a profit again resulting to the wives. Held by 
the English High Court that the profits were not assessable as no trade or 
adventure in the nature of a trade was carried out by the wives (Williams v. 
Davies; same v. Nisbet [1945], 1 All E.R. 304). 

N.B.—It is considered that the above profits would be assessable under the 
specific provisions of s.26(a) of the Commonwealth Act as being profit 
arising from the carrying out of a profit-making undertaking or scheme. 


SuMS IN RESPECT OF SALES CREDITED BY COMPANY TO SHAREHOLDER’S 
Account INSTEAD OF TO SALES AccoUNT HELD TO BE DIVIDENDS 


The taxpayer was in complete control of and owned substantially all the 
shares in a company. Certain sales made by the company were credited to 
the taxpayer’s account in its books instead of to Sales Account, with the 
result that the company’s taxable income was understated. Held (by 
majority): (i) that the sums so credited were assessable dividends, and (ii) 
that the Commissioner was entitled to amend the original assessment as 
there had been avoidance of tax due to evasion (10 C.T.B.R. Cas. 4). 


INTEREST AWARDED BY CourRT IN Respect oF Money CLAIMS 


Section 3 of the English Law Reform (Miscellaneous Provisions) Act, 
1934, provides that in any proceedings for the recovery of any debt or 
damages the court may order that there shall be included in the sum for 
which judgment is given, interest at such rate, upon such amount, and for 
such period as it thinks fit. Held that a sum so awarded was liable to 
assessment for income tax as “interest of money” within Schedule D of the 
English Act. (Westminster Bank Ltd. v. Riches [1945], 1 All E.R. 466.) 
In the above case the court was dealing with a money claim. It was left for 
future decision as to whether, for purposes of income tax, an award of 
“interest” in respect of a sum of damages for tort answers the description of 
“interest of money.” 


INTEREST IN DEFAULT 


The taxpayer had, over a period of years, lent several sums to A. On 
August 8, 1936, both parties entered into a deed wherein it was agreed that 
the balance due on that date was £10,000. On July 10, 1941 (when the debt 
was said to be £11,019), the taxpayer agreed with a third party to accept 
£9,500 in consideration of his rights under the deed of August 8, 1936. Of 
this sum of £9,500, amounts totalling £9,300 were later actually paid to the 
taxpayer. The Commissioner claimed that of the sum of £9,500, an amount 
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of £6,879 was interest derived during year ended June 30, 1937, i.e., of the 
year in which the deed was executed, viz. : 


Advances made by taxpayer to A... .. .. .. .. £5,071 
Beepapeteie By A. on oc 00 oct cc ae ce ce es oe) |=6SMe 


£2,621 
Amount deemed to be interest .. .. .. .. .... 6,879 


Amount receivable by A. under assignment of 


St WG WE ak he. 60 60.44 de de 00 6s ce Qe 


Held, taxpayer’s claim allowed, as no taxable income arose under the deed 
of August 8, 1936. (10 C.T.B.R. Cas. 5.) “Section 19 does not say that, 
if there has been a capitalisation or accumulation, etc., income has been 
derived by a person. What it says (in effect) is that, if income is capitalised, 
accumulated, or otherwise dealt with for a person’s benefit, it shall be deemed 
to have been derived by him,” at p. 21. 


GREYHOUNDS USED BY OWNER OF RACING TRACK 


The taxpayer company operated a greyhound racing track and also main- 
tained a kennel of about 80 trained greyhounds which were bought solely 
for the purpose of supplying runners at race meetings whenever the entries 
by private owners were not sufficient. The greyhounds were not bred by the 
company and were only kept for the duration of their racing career, and 
thereafter destroyed or sold as pets. The company claimed that in calculating 
its profits the kennel should be valued at the beginning and end of each 
income year. The Crown rejected this claim, but agreed to allow cost of 
replacements. Held, expenditure on the kennel was in the nature of fixed 
and not circulating capital. The kennel did not form part of the company’s 
stock in trade and its contention therefore failed. (Abbott v. Albion Grey- 
hounds (Salford) Ltd. [1945], 1 All E.R. 308.) 


AMOUNT RECEIVED BY EMPLOYEE IN RECOGNITION OF LONG SERVICE 


The taxpayer, who had been employed in the same service for 34 years, 
but who had not retired, received the sum of £1,000 from his employer in 
recognition of his past services. Held that the £1,000 was assessable income 


of the year of receipt. (10 C.T.B.R. Cas. 6). 


FrrE AND OTHER INSURANCE PREMIUMS 
Expenditure incurred by way of fire insurance premiums in respect of 


assessable income or in respect of income-producing property is an allowable 
deduction under s.51(1). ‘Taxpayer’s representative sought to trace an 
analogy between the expenditure in question (i.e., expenditure incurred in 
connection with designing and registering trade marks) and fire insurance 
premiums .... There is no real analogy. The insurance premiums do not 
preserve an existing asset or add to its value in any way. They are annual 
payments to insure against loss by fire. It is the very fact of their regular 
recurrence which brings them within the arena of allowable deductions” (10 
C.T.B.R. Cas. 54, at p. 164). 

Insurance recoveries in respect of loss of or damage to trading stock, crops 
and live stock must be brought to account as assessable income—s. 26(j). 
That paragraph also expressly provides for the inclusion in a taxpayer's 
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assessable income of any amount received under a policy in respect of loss of 
profits, losses made good by repairs (e.g., plate glass insurance), and losses 
in connection with deductible outgoings (e.g., Workers’ Compensation insur- 
ance). Section 59(3) provides that, in the case of loss or destruction of any 
property in respect of which depreciation has been allowed, the amount or 
value received or receivable under a policy of insurance in respect of the loss 
or destruction must be brought to account in calculating the adjustment 
required to be made under s.59. All the premiums paid in respect of the 
above policies and, as previously stated, fire insurance premiums in respect of 
buildings and other property used for producing assessable income, are 
allowable deductions under s. 51(1). 


COMPENSATION RECEIVED IN RESPECT OF OVERCHARGES ON PURCHASES . 
MaApbDE OVER A PERIOD OF YEARS 


In 10 C.T.B.R. Cas. 7 the Board of Review held that compensation received 
from a supplier of goods in respect of fraudulent overcharges on purchases 
made over a period of years was assessable income of the year of receipt and 
not of the years during which the overcharges were made. 


Lump Sum PAYMENT RECEIVED BY AUTHOR FOR RIGHT TO PUBLISH 
Books THROUGHOUT THE TERM OF THE COPYRIGHT 


An authoress received, in respect of certain novels, royalties under a 
number of agreements with her publishers. Being desirous of raising a 
substantial sum of money, she entered into an agreement with those publishers 
whereby she granted the sole and exclusive right to publish throughout the 
term of the copyright three of her novels in volume form in the British 
language in the British Empire in consideration of £750, payable in three 
instalments of £250 on July 8, 1940, August 1, 1940, and September 1, 1940, 
respectively. She was assessed to income tax on this sum of £750 as profits 
from her vocation of authoress (Sched. D, Case II). It was argued for the 
authoress that the sum received was capital, this being the only case in which 
she had ever disposed of her copyright for a lump sum, although it was 
admitted that if it had been her practice always to sell copyrights of her 
work out and out, the sums so received would have been subject to income 
tax in the ordinary way. The Crown claimed that the sum of £750 paid by 
the publishers under the agreement of July 8, 1940, was paid to release them 
from their liability to continue paying the royalties which they had hitherto 
paid in respect of the three novels in question. Held that the sum was paid 
in commutation of the royalties previously payable, and was income, and not 
a capital sum. Macnaghten, J., in the King’s Bench Division, said that “‘it 
is well settled that a sum of money paid in commutation of annual sums which 
are ‘income’ for the purposes of the Income Tax Acts is chargeable to income 
tax, just as in the computation of the profits of a business a sum paid in 
commutation of an annual ‘expense’ is allowed as an ‘expense.’”” Glasson 


(Inspector of Taxes) v. Rougier [1944], 1 All E.R. 535.) 


ENTERTAINMENT EXPENSES 

The taxpayer, an insurance agent, claimed a deduction of £208 entertain- 
ment expenses for the year under review, his gross commissions and car 
allowances for that year amounting to £1,956. The Commissioner allowed 
£104. The Board of Review allowed £156 (10 C.T.B.R. Cas. 46). 

The taxpayer was the manager of a motor distributing company. His 
salary for 1941 was £832. He claimed a deduction of £260 for entertainment 
expenses. The Commissioner allowed £52, being the amount of an allowance 
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made to the taxpayer by his employer for entertaining. In 1943 this allow- 
ance was increased by the employer to £130. The Board of Review allowed 
£130, being guided by the above-mentioned subsequent increase (10 C.T.B.R. 
Case 47). 

In the last-mentioned case the Board pointed out that “something more is 
required of a taxpayer than to give a ‘rough computation,’ or a ‘pretty good 
idea,’ or a ‘rough estimate,’ when he is claiming a precise amount as out- 
goings incurred in the earning of his assessable income.” This case points 
clearly to the necessity of keeping proper records of entertainment and 
travelling expenses. Another important aspect of the decision is that a 
tribunal has varied the Commissioner’s rule fixing the maximum deduction 
to an employee by reference to the sum allowed by his employer. 





Correspondence 


The Registrar, 
Commonwealth Institute of Accountants, 
Brisbane. 


Dear Sir, 

I am pleased to advise that my son, Lieut. J. H. Chandler, a.t.c.a., who 
was taken a prisoner of war at Singapore in 1942, has been released from 
Japanese control and is expected to be returned to Australia in the near 
future. 

Reading Mr. Wicking’s remarks in the August issue of the Australian 
Accountant has prompted me to mention my son’s experience of study in 
camps under Japanese control. He has been confined in Changi, Sandakan 
and Kuching prison camps. 

His weight in 1942 was 13 stone and at July 31st, 1945, 6 st. 8 lbs. He is 
now steadily increasing in weight. 

He advises that he was kept mentally happy throughout by consistent study, 
notwithstanding Japanese restrictions, both actual and in camp orders. In 
view of his physical condition in July last, there does not seem to be any 
doubt, from latest reports received, that study has played a large part during 
his ordeal. He writes: 

“I started to study Cost Accounting and Mathematics and Advanced 
Accountancy in 1942, and have never let up in spite of Jap. opposition, actual 
and in their orders for camps. My Maths. are now past University Scholar- 
ship standard, and B.Sc. in the engineers has taught me Statistical Maths., 
Statistics, and the differential and integral Calculus. When I get back I will 
do the Secretarial and Cost Accounting degrees first. Also during the last 
two years two friends of mine have been training me in Economics, and I 
want to take the degree at the Queensland University. B. and O. are their 
names, both B.A.’s, B. specialising in Economics. I am now regarded as a 
mathematician and economist by the rest of the camp generally, so I haven't 
done too badly. O. wants me to ‘go the whole hog’ and do Actuarial Mathe- 
matics, and this is quite on the cards.” 

You may consider the above related experience of study in Japanese prison 
camps, at least so far as my son was concerned, as a suitable contribution to 
the Australian Accountant. 

Yours truly, 
T. F. CHANDLER, A.1.C.A. 
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Pricing of New Goods Under Prices Regulation 
Order No. 1015 
By W. G. Durry, 
Deputy Prices Commissioner for Victoria. 


(Being a lecture delivered to members of the Victorian Division of the 
Australasian Institute ofeCost Accountants, September 26, 1945) 


[ am very pleased to have the opportunity of addressing members of the 
Institute to-night. I feel really that you fellows who are in the costing and 
accountancy profession can help us a lot. We in our turn can help you 
quite a bit, because when all is said and done, if you are to serve your clients’ 
best interests, it is in your own interests to know the law and be able thereby 
to give your clients that right advice which they are entitled to expect from 
you. 
In other words, I think it would be a good thing if the members of the 
Costing Institute regarded themselves more or less as a liaison service 
between our Department and their various clients. 

I on my part would say that I am quite happy at any time to see any of 
you fellows to discuss any of these points and give you any advice of which 
I am capable if you feel you want that advice in the best interests of your 
clients. 

My talk to-night is on Prices Regulation Order No. 1015 and the recent 
statement made by the Commonwealth Prices Commissioner, Professor 
Copland, on a set of rules which he proposes to be introduced for the purpose 
of easing the transition from war-time to peace-time production. He has laid 
down those rules with the object of assisting the transition as far as it is 
possible whilst maintaining the stability of the prices structure. 

The nature of this lecture-is obviously a technical one, and in order that 
there be no heart burnings on either side I have asked your Institute to give 
me a series of queries as to things that were troubling members, in order 
that I could make it the basis of this talk. 

They have done so, and I in my turn have not only used my brains on them 
but have had a talk with Mr. McCarthy, the Assistant Prices Commissioner, 
about it, and with other of my senior officers, with the result that what I have 
to say is authentic and you can take it as such. 

Prices Regulation Order No. 1015, as you are all no doubt aware, sets 
the maximum or ceiling price which may be charged for goods which enter 
into the commerce of Australia. It does not permit you to charge more for 
goods or services than the prices ruling as at the 12th April, 1943. That 
order has seen us through the closing years of a long and difficult period of 
warfare and to this stage has been quite successful in achieving its main 
objective in stabilising the price level. The result is that many commodities 
are now available to manufacturers at a cost below the level that would 
prevail in an open market, and the manufacturer also enjoys lower labour 
costs than would otherwise be the case. Not, of course, without expense to 
the Commonwealth Government. Under the Stabilisation Plan, the Com- 
monwealth Government has paid out millions of pounds to achieve this end, 
by bearing increases in cost beyond those ruling in 1943. 

What we are concerned with to-night are the provisions of P.R. Order 
1015 in relation to new or revived lines of goods and the Commonwealth 
Prices Commissioner’s statement to the Associated Chambers of Manu- 
factures in regard thereto. 
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_ The relative clause of P.R.O. 1015 which governs the pricing of new goods 
is paragraph 4, which reads as follows, and as you will appreciate is not in 
itself flexible nor was it intended to be whilst wartime conditions remained: 


“I fix and declare the maximum price at which any person may sell or 
supply any goods which are not substantially identical with any goods 
which he sold or supplied prior to the twelfth day of April, 1943, to be 
the cost of the goods to that person; provided that on application by any 
person the maximum price at which those goods may be sold or supplied 
by that person shall be such price as is fixed by notice ‘by the Commissioner 
in writing to that person.” 


From the terms of this paragraph you will see that the legal price of any 
goods not previously supplied by any person is the cost of such goods until 
a greater price is approved by the Prices Branch after application by the 
trader concerned. 

Now the Commissioner is appreciative of the fact that in the transition 
from war-time to peace-time production any delay in the fixation of prices, 
however small, may be onerous on the manufacturer concerned. In order to 
simplify the transition period insofar as it is within his power, he has 
indicated certain bases on which manufacturers may determine their own 
prices of new goods—that is, goods which they have not previously supplied. 
These prices may be put into operation immediately, subject to one very 
important reservation, and that is that at the same time the prices so adopted 
must be submitted to the office of the Deputy Commissioner for confirmation. 
I emphasise, however, that pending such confirmation the manufacturer con- 
cerned may trade on those prices. In this manner the Commissioner has 
indicated that he will allow, in practice, a certain amount of flexibility so far 
as paragraph 4 of the order is concerned, but it must be clearly understood 
that if there is any abuse by any manufacturer of the methods of pricing 
new goods, this Branch will not hesitate to require that manufacturer to make 
prior application in respect of-all future lines, as well as making proper 
adjustment in respect of the past. 

In enunciating the principles he was prepared to recognise in respect of the 
pricing of new goods, the Commissioner, in his statement, pointed out that 
it need not be assumed that all manufacturers of new goods must make 
application for and suffer long delays in waiting for price determinations. In 
the first place, there are many manufacturers whose operations are governed 
by orders now in existence which provide a formula for price fixation, such 
as, for example, Men’s Outer Clothing. These orders apply equally to old 
and new lines. Secondly, many manufacturers are operating under special 
schemes of control within which they have wide freedom to fix prices of new 
lines without piercing the price ceilings. For most of these, pricing in the 
transition from war-time to peace-time production involved no difficulties. 

Outside these two groups there are some manufacturers who are not clear 
as to the basis that should be adopted for pricing new or revived lines. For 
those it is necessary to emphasise that there are two fundamental principles 
to be observed. The first and most important is that the price ceiling must 
not be pierced, and the second is that the profit element should be reasonable, 
and in particular general gross profit margins under the stabilisation plan 
should not be increased without approval. Difficulty occurs principally because 
of doubt as to the correct ceilings, but if the methods laid down are observed 
there should be no fear that the prices fixed would be in conflict with the price 
stabilisation plan. 

The Commissioner then went on to state the principles he would recognise 
in regard to the pricing of new goods, and I briefly reiterate these. 
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First, the price fixed should not exceed the price of a comparable line. 
Under war restrictions the production of many commodities was confined to 
arelatively few lines. The restoration of variety in production will mean that 
many commodities coming on the market will fall within the definition of 
goods comparable with those now being produced for which ceiling prices are 
established. 

Second, where normal production consisted of numerous lines of which a 
few only were produced under war conditions the ceiling prices of revived 
lines may be fixed by preserving the same relationship to current production 
as existed on the ceiling date. 

Third, if a manufacturer extends his operations to goods for which a 
ceiling price cannot be established by either of the methods mentioned above, 
he may operate within ceilings already established for locally made or imported 
goods. In the use of this method adequate steps should be taken to ascertain 
the general ceiling, which is not necessarily the highest price noted. 

Fourth, the manufacturer may sell at a price within the ceiling established 
at the ceiling date, or, if no ceiling was then established, at the costs at the 
ceiling date plus the normal gross profit on that article or on a comparable 
article. 

Now in regard to these principles your Institute has raised a number of 
queries and I propose to give you our point of view in regard to each of these. 

The first query is: “Would you give a plain definition of ‘new’ goods and 
also ‘established lines’ which were suspended during the war? In the latter 
category, would goods made during 1942 or 1943 be included? Some lines 
made as late as 1944 have been suspended since. Can all such be renewed and 
prices adjusted ?” 

In reply, I would first of all say that the term “new goods” does not 
appear anywhere in Prices Regulation Order No. 1015, but that paragraph 4 
of that order is concerned with goods which a manufacturer “has not pre- 
viously supplied.” The term “new goods” is only a brief way of expressing 
that. In other words, “new goods” means goods which a manufacturer (or 
trader) has not previously supplied. 

The next point is, what is meant by “established lines” which were 
suspended, during the war? In dealing with this point, I would first like to 
say that the price of goods which were previously supplied by a manufacturer 
is fixed, insofar as Prices Regulation Order No. 1015 is concerned, at the 
price last charged on or prior to the 12th April, 1943. Paragraph 3 of the 
order is appropriate to this point. That is to say, that even if the last sale 
was made two or three years before the 12th April, 1943, the fixed price is 
that charged on that occasion. Rut, in paragraph 8 of the order, provision is 
made to vary any such price by notice in writing to the manufacturer con- 
cerned, and this has been done on many occasions. The important thing is 
that Prices Regulation Order No. 1015 was designed to limit the price level 
to that obtaining in the period prior to the 12th April, 1943. If on enquiry 
we have ascertained that a price which was charged quite some time before 
April, 1943, did not fairly represent the level obtaining at the ceiling date, 
we have adjusted such price to bring it into line with “ceiling date’ conditions. 

The Commissioner has now indicated that, in relation to lines which were 
discontinued during the war, a manufacturer may determine a new price 
having regard to “ceiling date” conditions, and he may operate on such price 


subject to his immediately submitting such price to the Deputy Commissioner 


for confirmation. I can see, however, by the wording of your question that 


your problem is, how old must a price have been at the “ceiling date” for it 
to be regarded as out-of-date and the automatic determination of a new price 


It is difficult to lay down a hard-and-fast rule on this point, as it 
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would vary from trade to trade. However, I would say in general that if a 
price had been charged within, say, twelve months prior to the 12th April, 
1943, we would regard such price as the ceiling price which should not he 
altered without specific approval. If the goods were last sold more than 
twelve months prior to the ceiling date, the price may be considered as being 
out-of-date and revised to reflect ceiling date conditions along the lines 
indicated for new goods. 

The last part of the first question relates to goods made as late as 1944 
which have since been suspended. I am not quite clear as to the meaning of 
this question, but I will say this: if goods have been selling up to 1944, no 
increase in the prices should be made without our specific approval, excepting 
if they are lower than actually charged on the 12th April, 1943. 

To sum up, I would say: 

It is difficult to give a definition of new goods that will cover all circum- 
stances. The best method to adopt is to use commonsense. If a man were 
engaged in making sheet metal goods such as dust pans, garbage bins, and so 
on, and decided to make toy motor cars, the latter would be new goods. Ifa 
definition is attempted, there will be many borderline cases and that is why 
commonsense has to be used. 

Goods made during 1942 and manufacture suspended since would be 
regarded as established lines. Fur coats, for example, were suspended during 
the war and they would be regarded as established lines. Any goods made 
before the ceiling date are established lines, but lines made in 1944 and since 
suspended are not established lines for the purposes of the new determination 
because they would have had ceilings fixed at the ceiling date. 

Any of these lines can have prices adjusted if necessary, but automatic 
adjustment is limited to the Commissioner’s statement. If the circumstances 
are not covered by the Commissioner’s statement, the trader should get in 
touch with the Deputy Prices Commissioner. 

The second question is: “Are manufacturers justified in reading into 
the new rules an opportunity to increase prices with the consent of the 
department? Can anomalies be adjusted so long as prices conform to the 
rules set forth?” 

The question consists of two parts. In respect of the first part, as to 
whether the new rules justify manufacturers increasing prices, I would draw 
your attention to the fact that in determining a price for “new goods” no 
question of increase arises. However, it does arise in the case of revived 
goods, and I would say that, subject to the existing price for revived goods 
being out-of-date as defined in my answer to the first question, the new rules 
do permit a manufacturer to increase his prices to reflect ceiling date con- 
ditions subject, as I have already pointed out, to his submitting such prices 
for confirmation. 

The second part of this question asks whether anomalies can be adjusted 
so long as the prices conform to the rules set down. In regard to this point, 
I would say that any price charged within twelve months (or approximately 
that) of the ceiling date should not be increased without approval. Insofar 
as the adjusting of anomalies is in conformity with the rules and does not 
result in an increase in a price charged within twelve months of the ceiling 
date, then such adjustment would be allowable. 

Briefly, I would say that manufacturers are not justified in reading into 
the new rules an opportunity to increase prices. They are justified in moving 
certain prices to ceiling calculated in accordance with the Commissioner's 
statement. The question of anomalies is so wide that a general answer would 
be difficult. It is the practice of the Branch to permit the rectification ol 
anomalies providing ceilings are not pierced. Approval can be given for these 
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to be adjusted automatically, but there is nothing in the new determination 
giving manufacturers the right to make sweeping adjustments without special 
approval. 

The third problem which has been raised reads as follows: “One of the 
fundamental principles is that the price ceiling must not be pierced. Under 
Order 1015, this was the price at 12th April, 1943, and is regarded by many 
clients as being the last price paid any time before that date. Obviously, 
these prices will be advanced under the new formula. Is this piercing the 
ceiling? Example—Selling price of motor car part last sold in November, 
1942, 2/6 each. Calculated price under section 4 of rules, 3/- each, due to 
rises in cost between 1942 and 1943. What about goods sold from stock 
quite recently which were made years ago? Is it piercing the ceiling to revise 
these and raise the price?” 

This question, as in the case of the second question, appears to me to 
indicate that it is apparently not clear that the rules laid down by the Com- 
missioner relate to new goods, which are goods that the manufacturer has 
not previously supplied, or to revived goods production of which was dis- 
continued because of the war. In relation to new goods, no question of price 
increase is involved, and in respect of goods suspended during the war, the 
only ones covered by the rules now laid down are those which were discon- 
tinued well before the ceiling date so that the last price charged is out-of-date. 
In relation to all other goods, the position is unaltered and the ceiling price 
is to be maintained unless specific approval to an increase is given by the 
Prices Branch. I would suggest that the significant feature is the date on 
which the price was last charged. Let us say, if it were more than twelve 
months prior to the 12th April, 1943, the manufacturer may himself adjust 
his price, but not otherwise. This does not mean that no variation in price 
would be permitted on goods which were sold within twelve months of the 
ceiling date, but these cases must be made the subject of a specific application 
to the Prices Branch. 

Speaking specifically of the example of the motor car part, the price of 2/6 
would be the recognised ceiling price. It would be regarded as a breach of 
the arrangement if sales were made at the higher price for goods manu- 
factured years ago. This provides a very good example of a case that might 
be discussed with the Deputy Commissioner for the purpose of making an 
arrangement for a new ceiling between 2/6 and 3/- at which both old and 
new Spock could be sold. 

The fourth question relates to the gross profit margin allowable. The 
question reads: “The second fundamental principle is that the gross profit 
margin under the stabilisation plan be not increased. Does this mean the 
actual gross profit obtained in April, 1943? Actually, previous price control 
policy has sought to keep the gross profit margin at the 1939 level. What is 
the position if the level has risen?” 

To answer this question it is necessary to remember the general basis on 
which prices have been fixed since the outbreak of war. 

In the first instance, we had Prices Regulation Order No. 2, which was 
subsequently merged into Prices Regulation Order No. 100. These orders 
prescribed that the allowable margin was the percentage margin obtained on 
the same goods before the war. These orders were subsequently superseded 
by Prices Regulation Order No. 666, which prescribed that the allowable 
margin was the money margin obtained on 15th April, 1942. 

Prices Regulation Order No. 1015, which came into existence on 12th 
April, 1943, was superimposed on Prices Regulation Order No. 666. These 
various orders have generally had the effect of stabilising the amount of gross 
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profit per unit at a higher level than pre-war, but the percentage rate of gross 
profit at a lower level. 

Having regard to these orders, it is possible for me to say the Commissioner 
intends that if the application of these various orders has reduced the margin 
obtainable on any line from, say, 50% to 45%, the 45% should not be 
exceeded without specific approval. In regard to the last part of the question 
as to the position if the gross profit level has increased, I must say that this 
would be the exception rather than the rule, and I would need to examine 
each case individually. It would not be possible to make a general statement 
covering such cases. 

Thus, you will see that the basis for gross profit is the margin obtained in 
April, 1943. It is true that measurement of subsequent gross profit margins 
is made with the 1939 margin as a guide, but it is also true that if Price 
Control requirements have been observed the 1943 percentage margin would 
generally be below the 1939 level. In some cases, it is true that with changes 
in production the level has risen, but the margin on individual lines was not 
higher in 1943 than it was in 1939 unless a special approval of the Prices 
Commissioner for an increase had been obtained. 

The fifth question raised is as follows: “The Commissioner will admit that 
certain costs have increased since 1943. Although material and labour have 
remained fairly constant or have been adjusted by subsidies, expenses in many 
instances have increased considerably either due to fluctuating turnover or 
straight-out extra costs. Why cannot the gross profit margin referred to in 
question 4 be added to present-day costs instead of at the ceiling date?” 

In regard to this question, I can only quote the Commissioner’s own words 
as they appear in the statement issued to the Chamber of Manufactures. 
They are as follow: 

“The Prices Commissioner has an obligation to see that the price stabilisa- 
tion plan is not imperilled by the freedom given to manufacturers to operate 
under these four methods.” 

Obviously, this question overlooks the fundamental principle of price 
stabilisation. Prices cannot be based on present-day costs if ceiling prices are 
pierced. The greatest latitude that can be given is to permit marufacturers 
to establish a price based on costs at the ceiling date. 

It raises another interesting point dealing with fluctuating turnover. It has 
never been the policy of Price Control to permit increased prices or to pay 
subsidy to compensate for falling turnover. There may be special circum- 
stances in which some relief is justified, but these would be cases*which 
should be discussed with the Branch. The same is true of what are called 
straight-out extra costs. If ceiling prices have been observed by suppliers of 
raw materials and the Economic Organisation Regulations observed regard- 
ing wages, there should be few extra costs. Again, if there are special 
circumstances, the case should be discussed with the Deputy Prices Com- 
missioner. 

The sixth question raises various difficulties from a costing point of view. 
The question reads thus: “We, as cost accountants, have always advocated 
the benefits of distribution costing, by which the costs of selling and distri- 
bution are spread over the manufactured cost on a scientific and equitable 
basis according to handling required and other factors affecting distribution. 
By using the flat gross profit margin, these efforts to obtain true costs are 
somewhat nullified and all articles must bear the same selling and adminis- 
trative charge. Again, net profit margins may vary. What is the depart- 
ment’s attitude if the gross profit margin is varied on different classes of 
goods, so long as the overall position agrees with the books of account? 
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1945 Repair work 100% to yield .. £60,000 
Mass production 30% to yield .. .. .. .. .... 20,000 
Precision work 45% to yield .. .. .. .. .... 20,000 
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I am not quite clear as to the meaning of this question. It has never been 
the policy of the Prices Branch to specify a flat gross profit margin ta be 
applied to dissimilar goods. The orders themselves, both Prices Regulation 
Order No. 100 and Prices Regulation Order No. 666, which are the ones that : 
fix the margins in general, provide that the allowable margin is that obtained 
on a comparable article. In other words, we have sought to allow manu- 
facturer’s margins which are based on those which he himself adopted before 
the war. In addition, we have always been prepared to consider any appli- 
cation from a manufacturer who feels that his pre-war basis of pricing was 
not satisfactory and who desites to adopt a more logical method of pricing. 

I might even go so far as to say that the Prices Branch has no objection 
to the variation of gross profit margin on different classes of goods to meet 
the changing incidence of costs, provided the ceiling prices are not increased. 
The problems that arise in any such adjustment are so great that it would be 
impossible to set down a formula which could be observed by all traders. It 
is much more difficult to deal with a suppositious case than with an actual 
one and traders wishing to adjust their price schedule to current costs should 
discuss their problems with the Prices Branch. 

The seventh question, which is a very difficult one, is: “Could you guide 
us as to what is a ‘comparable’ line? Sometimes a comparable line is made 
in a different material. For instance, chairs may be made in wood or steel. 
Would it be correct to take the wood price list and simply increase this by 
50% to cover the same sizes in steel, if it were shown that there was no local 
price as a guide?” 

In reply to this I would say that I would not regard a steel chair as being 
comparable with a wooden chair. One is a job turned out by a metal 
manufacturer and the other is a cabinetmaker’s job. The Commissioner’s 
determination was intended to cover manufactures, and although it is not 
impossible that a manufacturer of chairs of wood would switch over to steel 
chairs, it is unlikely. It is true that finishing processes such as upholstering 
might be carried out in the normal furniture factory, but the main manu- 
facturing cost in the production and fabrication of raw material would be 
different. 

It is much easier to say what is not a comparable line than what is a 
comparable line, and here manufacturers must be guided by commonsense. 
If they adopt the policy of trying to extract the last atom of freedom out of 
the new determination, they can stretch their imagination to a very great 
extent. If, on the other hand, it is their intention to abide by the principles 
in the new determination, they will have no difficulty in defining comparable 
and non-comparable goods. 

A manufacturer submitting his fortnightly return under the new deter- 
mination should mention in his return any cases where he has had some doubt 
about comparability. This can be resolved in due course, but if it is found 
that manufacturers are taking points it may be necessary to withdraw the 
freedom given under the new determination. It will be seen from a reading 
of the determination that it is intended to help those manufacturers who are 
willing to assist in the maintenance of ceiling prices. It will continue to be 
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used for that purpose, but the broad principles enunciated must be observed, 
If precise definitions are asked for and given, they must of necessity be so 
carefully worded that their benefit would be negligible. It might be even 
true to say that in this case an official definition of “comparable” would be 
more restrictive than helpful. It is the intention of the Commissioner that 
the determination be interpreted generously but honestly, and difficulties will 
arise if there is a trespass on the generous aspect of the statement. 

It might help if I read the definition of “comparable new goods” as it 
appears in Prices Regulation Order No. 1092. This order governs the prices 
of secondhand goods which, as you no doubt know, are generally fixed at 
75% of the value of comparable new goods. The definition in this order is: 


‘Comparable new goods’ means goods having the same use, affording 
fairly equivalent serviceability and belonging to a type which would 
ordinarily be sold when new at the same price or in the same price range 
as such used goods when new. In determining comparability, differences 
merely in style or design which do not substantially affect use or service- 
ability or the price range in which such goods would ordinarily have been 
sold, shall not be taken into account.” 


The eighth question is one seeking a definition of “cost.” The question 
itself is worded as follows: ““We would be very interested in a definition of 
‘cost’ (or ‘approximate cost’) as mentioned in the rules. It is presumed that 
this covers material value at the ceiling date (still subsidy paid if increased) 
or to-day’s cost if no subsidy allowed. Labour at to-day’s rates and the factory 
expense as basis used in 1943. The usual allowances are added for rejects, 
spare and other manufacturing costs. Would standard costs be acceptable?” 

In dealing with this question, I would first like to draw your attention to 
the definition of cost as it appears in Prices Regulation Order No. 1015. 
This definition reads as follows: 


“As regards goods sold by a manufacturer, all expenses directly 
incurred in the manufacture of those goods, except any tax imposed by 
the Pay Roll Tax Act, 1941, and when any payment is specified to be 
made or is made in a currency other than Australian currency, exchange 
at the rate current on the date on which the payment is made.” 


Linking up this definition with the specific points raised in your question, 
I would say that materials, labour and overhead should all be costed into 
production at ceiling date level. If current costs are higher than operative 
on the ceiling date, the price determined under Rule 4 may not allow a 
reasonable margin or profit. In this event, an application should be made 
for relief. The relief granted may take the form of a price adjustment or a 
subsidy. 

This, however, is another case where a satisfactory definition is difficult. 
A fairly safe rule would be to accept cost as the cost normally used for the 
purpose of adding on gross profit margin. You will realise that there are 
accountants very high in their profession who have different opinions as to 
what cost should be. You will also realise that in many organisations the 
outgoings that are called cost would not meet with the approval of many cost 
accountants. Therefore, providing the method of costing has not been altered, 
the gross profit margin should be added to that cost as usually determined. 
We have many cases where two manufacturers making a competitive line add 
different gross profit margins but arrive at the same selling price. The reason 
is obviously that one :nan has included more items in his cost than the other 
man. Both manufacturers could in these circumstances make the same profit 
although their figures for cost might vary. 
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Standard costs would be acceptable in some instances, but may not be 
acceptable in others. It is all a question of degree. In cases where standard 
costs are never achieved in actual practice the manufacturer might suffer 
some disability. In other cases where standard costs are obtained, permission 
to use standard costs might be too generous. 

The next question reads as follows: “Can prices fixed under any one of 
these four rules be subsequently altered simply by advising the Commissioner 
in the uual way each fortnight? It may be that other manufacturers will 
increase their prices under some section of these rules. It is presumed that 
these can be passed on even if the post-war price has already been fixed and 
notified.” 

The answer to this question is “No!” The use of the four rules is more 
to determine ceiling prices under the Price Stabilisation Plan than to fix 
prices that will give certain trading margins to manufacturers. The statement 
makes it very clear that there will be cases where the price determined under 
the four rules will be too low to permit the manufacturer to make a reason- 
able profit. In these cases, the matter should be discussed with the Prices 
authorities. It is, therefore, not intended that there shall be fluctuating ceiling 
prices, although a manufacturer fixing his: ceiling price under the rules is 
quite entitled to reduce prices below the legitimate ceiling as frequently as he 
wishes. 

The second part of this question is very important. It envisages one manu- 
facturer of raw material increasing the price to a subsequent manufacturer, 
and questions whether the subsequent manufacturer can, in turn, increase his 
price. This is one of the difficulties which was foreseen when the Com- 
missioner made his determination. When it is remembered that the first 
manufacturer has no authority to go beyond his ceiling price or the general 
ceiling price, as a general rule the second manufacturer should suffer no 
hardship. My advice to the second manufacturer adversely affected by 
increases made by the earlier manufacturer would be to bring the matter 
under the notice of the Prices authorities. 

The tenth question is: “Previously, adjustments to prices were noted on 
invoices as follows: ‘Increases authorised by Prices Commissioner.’ Will the 
same endorsement be needed or will adjustments and transactions between 
maker and buyer revert to the old basis of mutual arrangement without the 
need of obtaining outside approval as in the past under Price Control?” 

It would be incorrect to endorse invoices with a statement that the increase 
is authorised by the Prices Commissioner. As a matter of fact, such a 
statement on invoices is illegal. Approval is sometimes given under the 
regulations for a trader or manufacturer to use some such endorsement 
on his invoice or price list, but that endorsement is usually accompanied by 
an approval number. The approval number will not be given and the authority 
to endorse the invoice will not be given unless the Prices Branch is satisfied 
that the price increase is justified and that it will not pierce established ceilings. 

I would add further that the second sentence of this question indicates 
a complete misunderstanding of price control. I know of nothing in any 
published or verbal statement which could possibly suggest any reversion to 
the adjustment of prices between the buyer and seller. The only authority 
on prices is the Prices Commissioner and any neglect of his rule constitutes 
a violation for which penalties are prescribed. 

The eleventh question is: “The advice each fortnight regarding prices fixed 
is noted. Will this still entail a visit by an investigator regarding each item 
with the possibility of adjustments and alterations to be made some consider- 
able time later?” 
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In this regard, I say that the Prices authorities reserve the right to make 
such checks as are necessary on the operations of manufacturers adjusting 
prices under the Commissioner’s determination. There is no possibility of 
adjustments and alterations some considerable time later if manufacturers, 
taking advantage of the new determination, operate conscientiously and 
conform with the broad principles of the determination. On the other hand, 
there is no doubt that there will be adjustments and alterations later if 
manufacturers exceed the authority given unden the new determination and 
take advantage of every point. It has been Price Control experience that 
the abuse of latitude has necessitated many of the restrictions and require- 
ments complained about to-day. 

The twelfth and last question is: “Most manufacturers have tooling and 
equipment costs which are not capitalised, but amortised over the articles 
produced. This has worked very well in the past, but requires an estimate 
of the likely production if this cannot be obtained accurately. Will the 
Department accept this policy of absorbing moulds, dies, etc., in principle and 
accept the firm’s figures for such calculations in order to spread the tooling 
cost in the price of the goods produced? 


Example—Cost of article made .. .. .. .. «2... we ee 46 
Cost of die amortised over 5000 — £41/13/4 = 2d. each 


4/2 


Gross prot qunrgm SOF 2... 02 6c cs ce ee ee Sf 


a ere ee ee eee ae 


In reply, I have to say it has always been the practice under Price Control 
to permit the amortisation of tooling and equipment costs over estimated 
production. This is no new feature and the making of estimates for the 
purpose is no new feature. Where prices are based on cost, such a procedure 
is desirable and necessary. Acceptance of the trader’s figures has always been 
subject to check. Unfortunately, it has heen found that in many instances 
the tooling costs claimed have been too extravagant. 

This question, however, also seems to miss the main purpose of the Com- 
missioner’s determination. The basing of prices on costs is not the main 
feature. What should be emphasised is that the four rules establish a basis 
of arriving at ceiling prices which must not be exceeded whatever method of 
costing or tool amortisation is used. If ceilings established in accordance 
with the determination are too low, the matter should be discussed with the 
Prices authorities. 


Question: Mr. Duffy made reference to correct price ceilings. He stated 
that the correct ceiling may not be the highest price noted. He said that care 
must be taken to ascertain the general ceiling. Would Mr. Duffy tell us how 
to do that? 


Answer: As a matter of fact, I think I was quoting the Commissioner's 
words rather than my own when I made that statement, but I think what he 
means is that if a particular line of goods was selling at different prices in 
the market at various stages in distribution, it does not necessarily mean that 
you are entitled to go to the higher of those prices to determine your ceiling. 
You must have regard yourself to what your position is in the trade and 
to what your gross profit margin was on that particular line or on a com- 
parable line, and so determine your ceiling, not necessarily at the highest 
price, but at the price related to your particular point in distribution concerned. 
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Question: I take it in that case you would assess up the range on the 
market, taking into account your own position? 

Answer: Yes, that is so 

Question: And pick the one that suits you for your own market ? 

Answer: Yes. The rules, of course, presuppose that a manufacturer knows, 
or is able to find out with a minimum of effort, what prices are ruling in the 
trade; and will, therefore, be able to form a reasonable conception of the 
general ceiling price for the particular items with which he is concerned. If 
he is unable to do this or is in any doubt, he should approach the Prices 
Branch. The general ceiling price would be that price most frequently 
occurring for the particular article concerned at the relevant point of distri- 
bution after taking into account normal differentials in price due to size, etc. 

Question: Mr. Duffy, in dealing with question No. 8 relating to costs, you 
sail that costs would be as at the ruling date for material, labour and expenses. 
In particular, dealing with expenses, manufacturers’ expenses in detail might 
be identical with the list of expenses as in 1943, but due to fluctuating volume 
of percentage which may be uséd we will say applied to labour in 1943, may 
have been 45%, but to-day because of these fluctuating volumes it may be 
52%. Now the question is, although the expenses are the same as the basic 
year (1943), do you accept the expenses or percentage as being the stable 
figure to apply in costs? 

Answer: I think the position is this: If the cost is being determined for the 
purpose of assessing the allowable ceiling price under rule 4, the components 
of such cost (material, labour and overhead) must necessarily be those ruling 
at the ceiling date. If the rate for overhead was 45% on direct labour in 
1943, this is the rate which should be adopted (assuming, of course, that this 
is the method of costing customarily used). Obviously, the rate of 52% 
would not be satisfactory, as it was not applicable at the ceiling date. The 
increase in rate of overhead from 45% to 52% on direct labour has resulted 
from a drop in turnover. If the increase in rate is such as to make the price 
determined under rule 4 unsatisfactory, an application should be made to the 
Prices Branch. We would not allow any automatic variation in the rates for 
costing on account of fluctuations in turnover if the cost is being determined 
to calculate a ceiling price under rule 4. On the other hand, if a ceiling price 
has been established under one of the other three rules, the costs may be 
based on current rates (excepting that the material cost should be exclusive 
of any subsidy and the labour cost should conform to the National Security 
(Economic) Regulations). The maximum price would then be the cost so 
determined plus the allowable gross profit, but not exceeding the ascertained 
ceiling price. 

Question: Mr. Duffy, where a manufacturer has been on defence work 
right through the war, and was not making any civilian lines before, and is 
now making lines he cannot possibly compare with any existing lines, how 
would he determine a price? 

Answer: He would have to apply for a price if there is no competitive line 
on the market and he has not been on the civilian market before. He would 
have to see us about it. 

Question: Such a manufacturer would not be permitted to set a price and 
have that confirmed ? 

Answer: He could set a price in relation to the margins he was getting 
previously, adding a gross profit margin, and we would have a look at it, but 
we would have to put him in line with other manufacturers on the basis of 
the 1943 level. In cases such as this we have often found, after examination, 
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that it has been possible to arrange a basis of pricing which is satisfactory to 
both the manufacturer concerned and to tHe Prices Branch. 


Question: Could Mr. Duffy give some idea of the department's attitude 
with regard to trade margins? Let us assume before the war a line was 
selling at 5/- retail, 4/- trade and 3/- wholesale. On a basis determined in 
1945, we get an entirely different figure. Can Mr. Duffy give us any idea 
how that can be adjusted as far as the three prices are concerned? For 
instance, based on a gross profit margin in 1943, it may be that the lowest 
price which I suppose is the ceiling price as far as the department is concerned 
would jump from 3/- to 3/6. In my opinion, under this reference instead of 
the prices being 5/-, 4/- and 3/-, they would be 5/6, 4/6 and 3/6. In other 
words, has the department had such an experience, or can you guide me as 
to what would be the experience there? In other words, regarding the retail 
price, that is the main thing, we are all right as far as the ceiling price that 
goes from 3/- to 3/6. That is the manufacturer’s price that fixes the whole- 
sale price. What about the retail margin? 

Answer: The retail margin is obviously determined on the basis of the 
money margin that particular retail trader was getting prior to 15th April, 
1942. If the ceiling price in 1943 had risen from 3/- to 3/6, to that 3/6 he 
would have added the money margin he was getting in 1942, so that his 
ceiling to-day is the ceiling price of 3/6 plus the money margin he was getting 
in 1942. : 

Question: Throughout all these orders, the words “gross profit” appear 
very, very largely. Would Mr. Duffy explain what precisely is meant by 
“gross profit”? I am acquainted with some costing systems, mainly some 
English ones drawn up by men of repute, and there is no such thing as gross 
profit. An auditor may come in at the end of the year and segregate items 
here and there and anywhere and they create some sort of a gross profit, but 
with some well-known costing systems there is no such thing. There is profit. 
We work down to a definite profit. Could Mr. Duffy enlighten us as to the 
department’s interpretation of the words “gross profit’’? 

Answer: I rather think that is an abstruse question. We have been content 
to follow normal accountancy practice in defining gross profit margin, and 
as a matter of fact from what we have learned from textbooks, we simply 
apply that knowledge to a trader’s account and arrive at his gross profit 
margin, and I think most of you gentlemen sitting in this room have the same 
idea of the gross profit margin as I have myself, because we generally accept 
the trader’s own usage in that regard. 

Question: I would like to ask Mr. Duffy whether the question of money 
value of gross profit is strictly enforced? I have one example of an article, 
quoting from memory, which in 1942 was costing 25/- per dozen and the 
wholesale margin at that time was 1/3 on cost. That article through scarcity 
of overseas supplies rose to a cost of 75/-. Is the wholesaler still tied down 
to a gross profit of roughly 8/4 per dozen, even though he is required to hold 
roughly three to four months’ stock on that particular article? 

Answer: Yes, that is the general rule. The same money amount of gross 
profit applies. If that trader feels that he has been unduly burdened by that, 
inasmuch as he has been asked to put out too much money in respect of the 
increased overseas costs which have been subsidised, then obviously his right 
course is to come to us and to ask us to give him some relief to-day, but 
the general rule still applies that it is the gross money amount and not the 
percentage. 

Question: Would that case be regarded as a favourable one for a restora- 
tion of the 334 percentage on costs? I might mention that the article could 
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hardly be considered essential—it ,is not an article of clothing or food. It 
was a semi-luxury line, but the net result in this case was that the article 
ceased to be marketed. It probably could have been sold quite easily at 25% 
on cost. 


Answer: Well, the point about it is this. If you were previously prepared 
to market it for 334% on the cost, or 25% or 30%, whatever it was, you 
would probably have been satisfied on a compromise as between the 8/4 and 
the money represented by 334% on your cost of 75/- or 80/- and you could 
have come to us and we could have made a reasonable arrangement about it; 
but not knowing the particular circumstances of the case, I could not give 
amore definite answer on it. But we would be quite happy to see how far 
you could make such a thing like that if it were put up to us. 


Question: The article hardly justified such a course. It was far easier to 
remove the article entirely from our line than to worry about making appli- 
cation, as we were reduced to one man on the office staff out of eight before 
the war, and I would say again that it was relatively unimportant. The point 
I wish to make is that that rule may be varied on application because it now 
becomes a rather important section of our business now that we have to get 
back to civilian work. If we are strictly tied down to the same money 
margin, the position is very serious. If the question of percentage will be 
taken into account, the position is not quite so grim, but it will mean that the 
ceiling .price in 1943 will definitely be increased. 

Answer: Yes, I can appreciate your position quite well, but it is not typical 
of the whole of industry, as you can appreciate. The whole of industry 
throughout this country has not experienced rises in costs of that kind, and 
therefore the general rule has obtained and continues to obtain that it is the 
same money amount of gross profit as prior to 1942; but if you have 
exceptional circumstances where the cost of an article is increased so steeply 
as all that, then we are reasonable people and we will be happy to look at it, 
but what the decision will be rests with the Commissioner. 


Question: This has led up to another point, if I may put another question. 
During the course of his address, Mr. Duffy mentioned that material prices 
should not have increased greatly since 1943, nor labour prices, as they have 
been stabilised. Well, unfortunately I cannot give comparisons for 1943 
because we were not engaged in any of our pre-war production, but compared 
with 1939 there are very many cases in which our labour cost has risen 
between 50% and 75% of the figures in 1939, but again quoting from 
memory, our rates of pay have only increased about 333%. The other 
difference of 20% to 40% is due to decreased efficiency. Mr. Duffy indicated 
during his address that the Prices Commissioner will, to put it crudely, take 
tather a poor view of decreased efficiency in labour control, but I would like 
to know whether he is going to adhere strictly to that rule because I think 
that most of the gentlemen present will find the same tendency in their 
factories, that their labour production per hour is definitely below what it was 
in 1939, and I think it will continue below that figure for at least two years. 


Answer: It seems to me that what you have raised is rather a question of 
major policy, and I think as such that the best I can do with that is perhaps 
to pass it on for the Commissioner’s opinion, although he is no doubt well 
aware of it himself, but the point about it is your comparison is a wide one 
as between 1939 and the present. I do not know whether your comparison 
would be so favourable to your own case if you took it on 1943 figures. 


Question: It would not, because in 1943 we had to use any labour which 
was about! 
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Answer: That is right. I think your special case could be put to us. | 
would not like to give a general answer on that. 


Question: You have no gross profit where a manufacturer always works 
on just a net profit, and has not segregated his accounts into gross and net 
profit. Would you understand the net profit margin as being a method of 
comparing two prices? 


Answer: We would be quite happy to do it; but the point about that is it 
would not mean a great deal of trouble, would it, to segregate your accounts 
in the normal form? 


Question: It just depends on which you want to be in gross profit and 
which you want to be in net profit ? 


Answer: There is no doubt about that. Of course, we may be able to deter- 
mine a satisfactory pricing arrangement which would allow a manufacturer 
to cost on a total cost basis, but we would need to have a look at each case 
first. 


Mr. Gairns: Mr. Chairman, Mr. Duffy, and Gentlemen: It is indeed with 
great pleasure that I rise to move a vote of thanks to our speaker to-night, 
Mr. Duffy. In making a few brief comments upon the worthy manner in 
which he has answered our questions, I think there is one outstanding fact 
which has to be emphasised in all our discussions and considerations of the 
activities of the Prices Branch, and while perhaps none of us, I say definitely 
none of us, are very fond of control and the hated word “bureaucracy,” still 
we must admit as unbiassed accountants that the Prices Branch is carrying 
out its work with great efficiency and, I think, definitely a great benefit to the 
economy of the country. 

They have shown at all times that they are willing to accept any proposition 
put to them in a reasonable manner and, after all, we must forget our own 
individual desires, perhaps, to secure a little pound of flesh and realise that in 
the national interests it is not very beneficial. 

When I was talking to Mr. Duffy a few minutes before the meeting 
commenced he made a very cogent remark which I have taken to heart, and 
perhaps I can pass this on in the spirit in which he meant it. Perhaps there 
would have been certain people who might have attempted to evade price 
control, increase gross profit margins and secure a greater benefit than that 
to which they are entitled, and his remark was that all that comes back 
eventually to every single one of us. It is the increases obtained unfairly 
which are passed on in the form of increased boot leather, hair nets, etc. 

All I want to do is to express my appreciation of what Mr. Duffy has said 
to-night, which has been of great personal benefit, to thank him sincerely for 
coming along, and to assure him that it will be of great benefit to us as 
accountants, and particularly as cost accountants in industry. 

Mr. Richmond: I have great pleasure in voicing the opinion of the members 
and our thanks to Mr. Duffy. I personally have enjoyed his talk very much. 
Usually these regulations are couched in rather harsh legal terms and I found 
Mr. Duffy’s simple and yet very deliberate language to-night very easy to 
grasp. He has given us some good advice and plenty ta think over, and I 
hope that this lecture of Mr. Duffy’s and the questions and answers will be 
circulated to all members because I feel there is a lot: to be gained from 
studying what he has said to-night, because we cannot digest it just by 
hearing it. 

I feel that the new regulation which has come out is one we will welcome, 
and find as cost accountants considerable relief, and I sincerely hope that as 
cost accountants we do take advantage of it and interpret it as Mr. Duffy has 
advised us to do, honestly. 
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Mr. Duffy: I would really like to impress upon you that we are not there 
as regulation-minded people at all. We are there to do a job, as your chair- 
man has said, in the national interest, not only in my interest but in your 
interest as well. Price control is not really the job of a handful of officials 
in the T. & G. Buildings, but it is really a national job which has been done 
in the interests of the people of Australia as a whole and it has been done, I 
think, with all due modesty, rather well. 

Recently I had occasion to attend a luncheon where Mr. Drakeford, the 
Minister for Air, was speaking and he talked of a trip abroad which he had 
recently, and spoke of the immense rise in prices of various things, how they 
had gone up to the skies in countries like America and England, and he 
pointed out how well this country had been served by price control. 

Price control has put this country in a very wonderful! position so far as 
post-war trade is concerned, and what I would like to ask you to-night is not 
to think of us an “enemy” or an “evil” but to think of us as a band of 
fellows who have been through the accountancy mill just the same as you have, 
who can talk your technical. language when it comes down to textbooks, but 
who are always there ready to give you fellows any guidance which you may 
require in your profession. 

We are happy to do it and if you tell me there is any man on my staff who 
is not able to give you that assistance, you come to me and I will see about 
that ; but I do ask for your co-operation and I want. you to feel that although 
these regulations may appear at variance to your plans, the fact remains that 
during all this period some control has been necessary. We have tried not to 
wield the big stick, tried to play the game fairly and squarely, and I think in 
the main we have more or less achieved ‘that end, so all I would ask is your 
co-operation, and I thank you at the same time for the patient and attentive 
hearing that you have given me. 





Part V, Victorian Companies Act 1938 
DEFINITION OF UNCLAIMED MONEYS 
By Lesitie W. IRWIN, A.F.1.A., A.A.1.S., A.C.A.A. 


This section of the Victorian Companies Act provides that every company 
shall keep a register of unclaimed moneys, and in January of each year, after 
publication in the Government Gazette, such moneys shall be paid to the 
Receiver of Public Revenue. 

However, the definition in the Act of “unclaimed moneys” has given rise 
to confusion as to whether this should include unpaid wages and moneys due 
to creditors of the company or whether such moneys should be limited to 


“all principal and interest money and all dividends, bonuses, profits... . 

The confusion arises over the definition of the word-“‘whatsoever” which 
appears in the Act, but before discussing this point a review of the legislation 
in the Commonwealth may be of interest. 

The first Act passed appears to be that of South Australia when Act 
No. 539 of the year 1891 appeared on the Statute Books, having - been 
assented to on December 19th of that year. The next Act appears to have 
been the Victorian Act. No. 2051 of 1906, and apparently has been superseded 
by the provisions in the Victorian Companies Act, 1938. Western Australian 
legislation appeared in 1912—Act No. 34—and New South Wales followed 
the other States in 1917—Act. No. 11. It will be appreciated that these 
latter Acts were built up from clauses of earlier legislation, having regard 
to conditions of the different States, and the contentious term—‘sums of 
money whatsoever”—appears in all of the above-mentioned Acts, including 
the Victorian Companies Act, 1938. 
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Legal opinion has been cited which expresses the viewpoint that this term 
is not to be construed literally, but it should be read as limiting the phrase 
to those kinds of moneys mentioned in the legislation. It has been suggested 
that the intention of the Act was to protect members of the companies only, 
and as wage-earners and ordinary creditors are not members of the company, 
Part V is not applicable. Referring, however, to the South Australian legis- 
lation, the appended definition—“ ‘Unclaimed moneys’ shall mean all principal 
and interest money and all dividends, bonuses, profits and sums of money 
whatsoever, which prior to the passing of this Act or which hereafter shall 
have been in the possession of any company for a period of six years or 
upwards, and in respect whereof no claim shall have been made by the owner 
against the company, and which shall arise out of any dealing had within the 
said province by any owner or person with the company” (which has sub- 
stantially been followed by all other legislation) appears to embrace all types 
of moneys arising out of any dealings between a person and a company. 

In Sydney during 1939 the Treasury officials enforced the provisions of the 
New South Wales Act in which the definition of “unclaimed moneys” included 
the contentious phrase, and the court upheld the Treasury Department’s action 
by fining a company known as the Hub Pty. Ltd. for its failure to forward 
unclaimed moneys on its books which included the unrefunded balances of 
mail orders. It would appear, therefore, that the New South Wales court 
read the contentious phrase to include debts to ordinary creditors. Further- 
more, Chambers’ Dictionary defines the word ‘“‘whatsoever” as “of whatever 
kind”—a phrase which would seem to embrace all classes of moneys. 

As this question is of particular interest to secretaries, accountants and 
auditors, »yho are in constant touch with companies, an expression of opinion 
is sought as to whether unclaimed wages should be included in the Register 


of Unclaimed Moneys under the Victorian Companies Act, 1938. 


Repry sy L. T. MULLETT, A.1.c.A. 
The legislatures of the various Australian States apparently considered that 
what was right and proper for an individual should be prohibited for a 
company. If an individual debtor fails to pay a simple contract debt and 


successfully holds his creditor off for a period of six years without making . 


any payment on account or giving a written acknowledgment he can escape 
payment altogether. Not so a company, however. 

By various legislative enactments corresponding more or less to Part V of 
the Victorian Companies Act, the State Parliaments have enacted that while 
companies may still successfully plead the statute of limitations by way of 
defence to a claim for a statute barred debt, the company, unlike an individual, 
shall not receive any benefit from this unsportsmanlike defence. In its 
wisdom parliament has ruled that in such event consolidated revenue and not 
the company shall receive the benefit of the debt owed to the forgetful or 
lackadaisical creditor. 

The legislation has been in force in the various States for up to 50 years 
and no great difficulty has been experienced in the operation of the provisions, 
with one notable exception, i.e., the definition of the term “unclaimed moneys.” 

In Victoria, the term is defined in section 573 of the Act as follows: 
“ ‘Unclaimed moneys’ means all principal and interest money and all dividends 
bonuses profits and sums of money whatsoever which have become legally 
payable by a company to the owner since the first day of January One 
thousand nine hundred and not before or which at any time after the com- 
mencement of this Act become payable to him but the recovery whereof has 
been or may be barred by operation of law,” and with some differences that 
definition appears in the Acts of the other States. 

The difficulty of interpretation arises from what is known as the “eiusdem 
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generis” rule of the construction of statutes, which in simple phraseology is 
that where you have a series of particular terms followed by a general term 
the general term is to be construed strictly or “read down” as including only 
items of the same kind (eiusdem generis) as the particular terms which 
preceded the general term. 

To apply the rule to this definition one would interpret the term “or sums 
of money” as being restricted to sums of money of the same nature or kind 
as the particular items, e.g., “principal and interest money and all dividends 
bonuses profits” which preceded it. Support for this construction is given 
by the learned authors of O’Dowd and Menzies work Company Law in 
Victoria, 1st edition, in the notes on p. 695. 

Assuming for the moment that the rule is applicable, it is necessary to 
determine whether any of the particular terms might include general debts 
of a company such as trade debts, wages, etc. The only expression to which 
this meaning might be apt would be “principal moneys.” The word “prin- 
cipal” is usually regarded as the opposite of the word “interest.” It need not 
necessarily represent money lent. The term is often used in respect of 
moneys due under a contract of sale of land or the amount of a bill of 
exchange or the original price stipulated under a hire purchase or time 
payment agreement for the purchase of chattels. An argument could there- 
fore be put, and not without merit, that any moneys due by a company not 
partaking of the character of interest could be described as principal and 
therefore any trade debts, wages, etc., due by a company are “sums of money” 
of the same nature or kind as “principal moneys.” If this be correct, then 
such debts would fall within Part V of the Companies Act. It is, however, 
probably unnecessary to rely upon this point, as it is believed that the 
“eiusdem generis” rule should not be applied to the definition. 

The grounds for this belief are twofold and are provided by internal 
evidence in the Act itself. In the first instance, reliance is placed upon the 
word “whatsoever” following the words “sums of money.” It, is conceived 
that the purpose of this word meaning “of whatever kind” is to negative the 
“eiusdem generis” rule in this definition and to define “sums of money” as 
“any sums of money whether they partake of the nature or kind of the 
preceding particular kinds of debts or not.” Further support for this argu- 
ment is found in the 32nd Schedule to the Act which is in the form of a 
specimen register of unclaimed moneys. This specimen includes two specimen 
items, the first being an unclaimed dividend and the second an unclaimed 
bank deposit. Reliance is placed on the second item as being an ordinary 
trading debt of a bank due to a customer and is not distinguishable in principle 
from a debt due by a trading company for goods or services. 

It is therefore submitted that all debts of any kind which have become 
payable by a company and which have become statute barred should be dealt 
with in the manner provided by the Companies Act. It is felt that the 
matter is not free from doubt, but no company would be on safe ground 
in retaining money of this category. Further, the company is relieved of 
responsibility by compliance with the Act and the creditor has a further 
period within which a claim may be made against consolidated revenue. The 
effect really is to extend the period of the Statute of Limitations, but to 
convert the creditor’s claim against the company into a claim against con- 
solidated revenue. 

Readers who may be interested in this subject may be referred on certain 
aspects to the judgment of Macarthur, J., in re British Australian Wool 
Realisation Association Limited, 1932, V.L.R. 34, 1932, A.L.R. 205, and to 
a very interesting and informative article as to the operation of this legis- 
lation in all States by Mr. Alan H. Mann, barrister-at-law, in The Secretary 
of Australia and New Zealand, 1936-1940, at p. 956. 
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The Valuation of Stock-In-Trade 
By J. A. L. Gunn, F.1.c.a. 


I have read with great interest and pleasure the recommendation of the 
Council of the Institute of Chartered Accountants in England and Wales 
concerning the valuation of stock-in-trade and the comments of Mr. A. A, 
Fitzgerald which appeared in the September, 1945, issue of the journal. 
Apart from the viewpoint of the auditor and the cost accountant, there are 
two other approaches to the subject, viz., that of the economist and that of 
the Revenue. With regard to the last-named I have no desire to stuff the 
record with a complete survey of the provisions of s. 31 of the Common- 
wealth Income Tax Assessment Act, a subject on which I have written almost 
ad nauseam, but I am glad of the opportunity of discussing in the following 
notes two aspects of s. 31 which have not previously been dealt with in these 
columns. 

Valuation of W ork-in-progress—The Council has recommended that in the 
case of long-term contracts the value placed on work-in-progress should have 
regard to the terms and duration of the contracts. If, after providing for 
all known contingencies, credit is taken for part of the ultimate profit, this 
fact should be indicated. In discussing this matter with executives I have 
found that the belief generally held here is that where a contract is incom- 
plete, but a clear profit is in sight, work-in-progress should be valued at cost 
incurred to balance date plus a portion of the total expected profit calculated 
with reference to work done to date and after providing for contingencies. 
With respect, I do not think this is the right method of approach when 
valuing work-in-progress for Commonwealth income tax purposes, even 
though the final result may turn out to be the same. Section 31 of the 
Commonwealth Act provides that the value of each article of trading stock 
to be taken into account at the end of the year of income shall be, at the 
option of the taxpayer: (a) its cost price; or (b) its market selling value; 
or (c) the price at which it can be replaced. “Trading stock” is defined by 
s.6 to include, inter alia, anything produced or manufactured or purchased 
for purposes of manufacture. The definition explicitly includes raw materials 
and, I believe, it implicitly includes goods which are partly produced or 
manufactured. Work-in-progress should therefore be valued at cost price, 
market selling value, or replacement price. If the taxpayer chooses to value 
work-in-progress at its cost price he is under no obligation to bring to account 
any expected profit on the incomplete contract. If he chooses to value work- 
in-progress at market selling value he will have to estimate, as best he can, 
what another manufacturer, willing and able to complete the contract, would 
pay for the partly finished work in its condition at balance date. This value 
may reflect part of the expected profit; it may, on the other hand, be worth 
less than cost. On this reasoning, it is competent for a manufacturer, at the 
close of one year, to value work-in-progress at cost; at the close of the next, 
to value it at market selling value, which may include a portion of the 
expected profit—or loss. 

There is another viewpoint I have heard stressed—if market selling value 
is adopted, work-in-progress should be brought to account at no more than 
scrap value at balance date. A piece of cloth, for example, may be cut into 
small irregular sections which, at that moment of time, are worth no more 
than the rag-man will pay for them. I do not believe this view will prevail, 
because, in normal circumstances, market selling value connotes a potential 
buyer who can turn these sections to proper account, viz., a manufacturer of 
similar articles. However, the question may be brought to the courts for 
decision. 
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Meaning of Cost Price.—In the interpretation placed on the term “cost” 
the Council states that the elements making up cost are: (i) the purchase 
price of goods, stores and, in the case of processed stock, materials used in 
manufacture; (ii) direct expenditure incurred in bringing stock-in-trade to 
its existing condition and location; and (iii) indirect or overhead expenditure 
incidental to the class of stock-in-trade concerned. There is no doubt in my 
mind that “cost” consists of all these elements. But in valuing an article 
of trading stock for purposes of Commonwealth Income Tax one of the 
alternatives provided by s.31 is “its cost price,” not its “cost.” It now 
appears to me that the terms are not synonymous, but in my book Common- 
wealth Income Tax Law and Practice I have failed to recognise any dis- 
tinction. At p. 290 I said: “Where the taxpayer values any article of trading 
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a stock at cost price, the valuation should be made with reference to landed 
hese ors 1s including the proper proportion of inwards freight and other 

charges applicable thereto.” Whilst this interpretation might be regarded 
the (gs fair and reasonable under normal trading conditions, the present dangerous 
rave (gpesition of the business community calls for a more careful examination of 
for ie meaning of the words actually used in s. 31, viz., “cost price.” I claim 
this the present position to be dangerous because traders and manufacturers are 
ave gt balance date holding stocks of inferior quality and design for which they 
om. ave paid excessive prices. — The words “inferior” and “excessive are used 
cost 2 relation to goods which it is expected will be available in the not distant 
ted uture. My friends Mr. D. E. Rollason and Mr. J. M. Greenwood contend 
jes, gihat the term “cost price” connotes a buyer and a seller, and the cost price 
hen jg fom the viewpoint of the buyer is the sum paid by him to the vendor under 
ven ite contract of sale. In other words, “cost price’ is synonymous with 
the jg Purchase price” but not necessarily with “cost.” If, for example, goods 
ock i 2e bought by an Australian trader in London on a f.o.b. basis, I am of 
the (Pinion that he is entitled to value any; unsold stock at balance date at the 





price paid under the contract expressed in Australian currency. Thus, the 
trader is entitled under s. 31 to eliminate freight, duty, sales tax, landing 
charges and other expenditure incurred in the purchase and delivery of the 
particular unsold stock. On the other hand, the charges are an allowable 























pe deduction under s. 51 of the income year in which they are incurred. 
ce, A question arises as to the position of a trader who, acting under the above 
ue ( aterpretation of “cost price,” valued his trading stock on June 30, 1945, at 
int @ the price actually paid to the vendors of the particular goods, but who on 
4. the previous June 30 (1944) valued his stock on what was then believed to 
in, fg be the correct basis, i.e., at “cost” including all duties and inward delivery 
id | &Xpenses. I am of opinion that the taxpayer is not required to alter the 
ue ig Yalues of stock on hand at the beginning of income year ended June 30, 1945, 
th jg % as to bring those values into line with the new method adopted in valuing 
he i the stock on hand at the end of that year. Section 29 provides that the value 
ct, fg of each article to be taken into account at the beginning of the year of income 
he @ Shall be its value as ascertained under the Act at the end of the year 
immediately preceding the year of income. The only correct way, therefore, 
1c @ % altering the values at July 1, 1944, is to alter correspondingly the values 
in % June 30, 1944, with a consequent amendment of the assessment of income 
to fy Year ended June 30, 1944. The same process would have to be adopted in 
re fg ‘elation to earlier years subject to the limitations imposed by s.170. But 
1, there is no warrant for amending the assessment of income year ended June 
1 30, 1944. The closing stock of that year was valued at “landed cost” and 
f this was the interpretation of “cost price” then accepted by both the Com- 
. missioner and the taxpayer. The taxpayer himself compiled his return for 





the year on this interpretation. I do not know if the Commissioner, like 
myself, has since changed his mind but I know as a fact that his officers 
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regarded cost price at June 30, 1944, and earlier years as representing the 
total landed cost of goods produced. As to what is the correct meaning of 
cost price is a question of law and, therefore, as the taxpayer made to the 
Commissioner a full and true disclosure of all the material facts necessary 
for his assessment, the Commissioner is not permitted to amend the 1944 
assessment, s. 170 (3). Moreover, see Rowntree v. F.C. of T. (1934) 3 
A.T.D. 32, where the Commissioner altered the taxpayer’s method of calculat- 
ing the value of live stock at the end of the year and the taxpayer unsuccess- 
fully sought to have a corresponding alteration made in the value of the 
opening stock of that year. What is sauce for the taxpayer should not be 
regarded as poison for the Commissioner. In view of the specific provisions 
of s. 29 it is considered that the decision of the Privy Council in Bombay C. 
of I.T. v. Ahmedabad New Cotton Mills Co. Ltd. (1929), 46 T.L.R 68, does 
not apply under the Commonwealth Act. 





National Income and Expenditure in Britain During the 
War Years 


By S. Hays, B.coM. (HONS.), F.S.S. 


The late Sir Kingsley Wood, when Chancellor of the Exchequer, introduced 
a very welcome innovation at the Treasury. Simultaneously with the an- 
nouncement of the 1941 Budget proposals, a Government White Paper was 
issued which gave statistics of the national income, its distribution amongst 
the factors producing it, an analysis of individual income groups, and many 
other facts of a like nature. This practice has been continued and extended. 
The purpose of this present article is briefly to examine the changes which 
have taken place in the national income and its distribution during the war 
years, to assess how the resources required to win the war have been obtained, 
and, in passing, to institute a comparison with U.S. experience in this latter 
respect. 

(1) The Net National Income. The concept of the national income is 
capable of definition in a number of ways. ‘The one most often-used in the 
White Paper is the net income at factor cost. This means the sum total of 
the goods produced and services rendered which have gone to provide direct 
income. Resources which have been used to maintain existing capital or to 
provide new capital are excluded. During total war, the bulk of the com- 
munity tends to neglect its capital equipment and consume, either for private 
or governmental purposes, the whole of its output. Thus, for the period in 
question, this particular aspect of the national income is a suitable and con- 
venient one. The aspect of factor cost arises because the goods and services 
of which the national income is composed are valued at the payments made 
to the various factors of production that went into them. In other words, 
indirect taxation is excluded. Market price, as opposed to factor cost, is not 
really a sound basis to work with, since the imposition of indirect taxes does 
not in any real sense increase the productivity of the community; it merely 
inflates the price aspect. 

As given below, the figures of the net national income are valued at current 
prices. They show an increase from £4,619 millions in 1938 to £8,334 
millions in 1944, an apparent increase of 80 per cent. Some of this increase 
is due to increased prices. There has been a considerable fall in the value of 
money during the war years but a greater part of it occurred in the 1939-1941 
period and was largely due to the fall in the exchange value of the pound 
sterling. The rise in prices in the later years has not been unduly marked. 
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Inflation there has been, but its degree has been commendably small. Based 
on 1938 figures, it would not be unreasonable to assume that 1940 prices 
were 174 per cent., 1942 prices 374 per cent. and 1944 prices 45 per cent. 
higher than those ruling in 1938. Without these corrections the estimates of 
the net national income are as follows. It is convenient to show the per- 
centage of the total received by each factor in order that any trends in 
distribution may be isolated. 


Estimates of Net National Income 


1938 1940 1942 
Amt. % Amt. % Amt. 

Rent of Land and Buildings 380 8: 388 
Interest and Profits, including 
Professional Earnings . .. 1,326 8: 
NM ca. ee 46 (ae os os 3° 
ee oad a eal a 7: 
Pay and Allowances in Cash 
and Kind of Members of 
H.M. Forces and Auxiliary 
ee ea 78 1-7 °5 10-7 14-0 


1,818 2,276 
1,206 . 1,381 
2,115 2,708 





Net National Income .. 4,619 100 913 : 100 8,334 100 





The most stable percentage is that for interest and profits. On account of 
the stabilisation of rents at their pre-war rate, rent of land and buildings has 
received a steadily falling share of the national income. The position of 
salaries and wages is difficult to assess. Some of the reduced share in the 
national income which has fallen to salaries may be accounted for by the 
transfer to pay and allowances of H.M. Forces. It is likely, however, that 


salaries on the whole have not kept pace with the increased national income. 
Wages, on the other hand, have probably done so. 

(2) War Expenditure in Relation to the National Income. In wartime a 
very large proportion of the national incowre is taken by the Government for 
the purpose of prosecuting the war. The White Paper gives a table showing 
the expenditure on goods and services by public authorities. This table 
shows that in the peak year of Britain’s wartime. mobilisation, 1943, expendi- 
ture by public authorities amounted to 61 per cent. of the net national income 
at factor cost. This figure was slightly less in 1944, when it receded to 59. 
Some of this expenditure was for non-war purposes, and when these are 
abstracted the 1943 and 1944 percentages amount to 55 and 534 per cent. 
respectively. President Truman, in the twentieth Report on Lend-Lease, 
provides a chart showing the war expenditure of some of the United Nations 
expressed as a percentage of their national income. So far as Britain is 
concerned, these percentages follow closely those calculated from the White 
Paper statistics. The relative percentages are well worth quoting; the basis 
of the figures was not, however, stated. 


War Expenditure as a Percentage of the National Income 

1939 1940 1941 1942 1943 1944 

ae ae 39 49 53 54 54 

Pe 6 aves av, ae 27 35 45 48 44 

Canada 10 19 40 54 52 

New Zealand . 9 23 50 54 49 

Australia .. .. .. 12 5 43 48 44 

United States . 3 11 35 46 46 
During the last four complete war years Britain’s expenditure for the 
Prosecution of the war averaged 524 per cent. of her national income—higher 
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than that of any other nation. The Dominions were not, however, far behind, 
The United States average of the last three full years was 424 per cent. 
These percentages give some idea of the extent of the mobilisation of the 
countries concerned for the purpose of waging the war. As will be seen later, 
however, they are not complete in themselves. 

(3) Lease-Lend and Reverse Lease-Lend. The twentieth Report to Con- 
gress provides statistics of the help which the U.S. and Britain have given 
each other by way of mutual aid. To the end of June, 1945, Britain had 
received materials valued at $13,500 millions from U.S. on Lease-Lend. The 
largest single item in this vast total was agricultural products, accounting for 
nearly 25 per cent. Warlike stores of all kinds made up 50 per cent., and 
miscellaneous industrial products and petroleum the remaining 25 per cent. 
Reverse Lease-Lend from U.K. to U.S. to the end of March, 1945, was 
valued at $3,800. However, this latter figure is arrived at by regarding 
£1 as the equivalent of $403. In actual fact,,U.S. prices are generally 
higher than those in Britain. Lord Keynes, in some of his discussions with 
the Americans, has regarded the purchasing power parity as being in the 
neighbourhood of £1 = $6. In the light of this, and the fact that the 
population of the United States is nearly three times that of Britain, there is 
no need for any belittlement of Britain’s contribution to mutual aid. Per 
head of the population, the burden of reverse lease-lend has fallen no less 
heavily in Britain than in U.S.A. If Australia and New Zealand are con- 
sidered, the comparison is much more in favour of the British Empire. These 
two countries received $1,378 millions in aid from U.S. and gave $1,000 
millions. 

(4) The Relative Burden of the Cost of the War. We have already seen 
that the cost of the war expressed as a percentage of the national income 
gives a higher figure in the case of Britain than for U.S. If any question of 
the comparative sacrifice arises, then the way in which the resources necessary 
to carry on the war have been raised must be considered. Fortunately we 
have official statistics which show this for U.S.A. For Britain, we can arrive 
at these figures by analysing a number of the tables contained in the White 
Paper. 

In general, the resources needed to carry on the war can be obtained from 
some or all of four sources. The first and most obvious is by extra effort 
on the part of the country concerned. The second is by the reduction of 
consumption, thus leaving a larger proportion of the total resources to be 
used for war purposes. The third is by diverting government expenditure 
on non-war purposes, e.g., social services, to the direct prosecution of the 
war. The fourth is by reducing the resources which would normally go to 
maintaining and replacing capital equipment or overseas credits, and diverting 
them to war purposes. In the case of overseas assets, not only can these be 
realised, but actual loans for war purposes may also be made. Britain pro- 
vided the necessary resources by making use of all these methods. Clearly, 
these methods do not involve the same degree of sacrifice, either on the 
individual or on the nation as a whole. 

The most important single factor in providing resources for war purposes 
was through a rise in the total output of the community. The total number 
of men employed in Britain, including the armed forces and whole-time civil 
defence, rose from 13-2 millions in 1938 to 15-1 millions in 1942. The total 
for women rose from 4-6 millions in 1938 to 7-2 millions in 1943 (each 
part-timer being counted as half). But not only were more people employed; 
they worked longer hours than in peacetime. Average hours worked pet 
week rose from 46}, in 1938, to 50 in 1943. A further factor has been @ 
slight increase in the output per man hour which took place as a result of the 
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shift of employment from industries with a relatively low to those with a 
relatively high output per head, and from the economies of large-scale pro- 
duction in the war industries. Resources provided by increased output do 
not, as a rule, involve a great deal of hardship on the community—except by 
way of conscription and direction of labour. 

Consumers’ expenditure, at current prices, was 16 per cent. higher in 
1944 than in 1938. If, however, a correction is made for the changes in the 
price level, the 1944 figure becomes less than 80 per cent. of its pre-war 
counterpart. A not inconsiderable volume of resources accrued to the Govern- 
ment as a result of this contraction in civilian consumption. Of the four 
methods previously described for mobilising resources for war purposes, this 
is the one which is the most painful for the individual. Not all of this 
contraction in civilian consumption was undertaken willingly; the goods in 
many cases were simply not to be obtained. Either their procurement became 
a physical impossibility or the Government decreed that the supply should be 
reduced or stopped altogether. Be that as it may, the fact remains that this 
contraction did take place. ‘ 

The third method—a contraction.in Government expenditure on non-war 
purposes—does not lend itself to much exploitation. In general, the social 
services are designed to help those who in some way or other need help. A 
drastic reduction in the amount of this help would probably have reacted 
unfavourably on the health, welfare and morale of the nation, since it would 
have affected the poorer classes more severely than the rest of the community. 

The diversion of funds which would normally go towards the maintenance 
and replacement of capital, and the realisation of overseas investments, have 
been a very fruitful field for providing resources for war purposes. The fol- 
lowing table shows how, from a position in which Britain invested £275 
millions in new capital in 1938, a state was reached in which the net dis- 
investment reached a figure three times as large. 


Net Changes in Capital W ealth (in £ millions ) 
1938 1940 1942 


Net capital formation at home 

and war losses made good .. 345 76 —78 —188 
Net lending abroad and pur- 

chase of assets and financial 

claims from overseas .. .. —7ZO —796 —655 





Net changes in capital wealth .. 275 —720 —744 —843 
One point, however, should be borne in mind in using the foregoing figures. 
They include no allowance for loss or damage due to enemy action on the 
one hand, or for any capital assets, on the other, of permanent value arising 
from the Government’s expenditure for war purposes. The figures for 1941, 
not shown in the table, provide the largest single instance of disinvestment— 
some £876 millions. Unlike the contraction in consumption, the reduction 
in our capital assets and the realisation of overseas investments do not, 
immediately, affect the average citizen. But from the community point of 
view they are very serious. Britain’s major industries are less efficient than 
formerly for want of modern capital equipment. This militates against 
lowered costs of production and handicaps the recovery of our export trade. 
The mobilisation of overseas investments, which before the war were valued 
at some £4,000 millions and which are now reduced to less than half this 
figure, is one cause of Britain’s present financial difficulties. Some £200 
millions of imports were paid for in pre-war days by the interest on British 
capital invested overseas. These imports were mainly foodstuffs and raw 
materials—things in which we are in urgent need at the moment. 
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The relative burden of the war in Britain and in U.S.A. can best be 
assessed by comparing the extent to which each of the four methods of 
mobilising resources were employed. The peak year of war expenditure was 
1943 for Britain and 1944 for U.S. The following table shows how the 
resources spent on war purposes during five years of war were obtained, 
For the sake of comparison, it can be said that in the period 1939-44 the cost 
of the war to Britain was equal to the gross output of the nation at 1938 
standards for 24 years. This cost was met in the approximate proportions 
of 4 : 24 : 34. from greater productive effort, from economies in consumption, 
and from drafts on capital. 

United Kingdom United States 
% % 
a eG Sarre oy en ae 100 100 
Derived from—Larger output . .. .. 393 100 
Smaller consumption . 234 —17 
Smaller Govt. non-war 
expenditure . .. .. 13 3 
Reduced provision fer, 
and drafts on, capital 35 14 


The contrast is very striking. The real cost of the war to the United 
States has been met out of increased production. Economies in other 
Government expenditure and in provision of capital have been necessary only 
to meet increased consumption—amounting to about one-fifth. This increased 
consumption has been brought about by the impact of high wartime wages on 
a substantially unrationed economy. At the same time, the British people 
had to reduce their consumption by nearly one quarter and to contract their 
provision for capital by one-third. 

The problem facing the United States in the next few years is a vastly 
different one from that which Britain will have to meet. In a recent speech, 
Mr. Herbert Morrison summarised Britain’s task as “the recovery of our 
standard of life which has been so much curtailed in order to wage war, and 
thereafter the resumption of the path of progress.”” The Lord President gave 
as the goal an increase in “productivity and overall efficiency” of 15 per cent. 
in the next five years. In the United States, on the other hand, it is not a 
question of regaining a pre-war standard of living. It is rather a matter of 
learning to employ in peacetime pursuits the enormous industrial capacity 
built up during the war, and of learning to live 50 per cent. better than ever 
before. 
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Commonwealth Institute of Accountants 


ADMISSIONS AND ADVANCEMENTS 


ission as Associate 
Victoria 

C. W. A. Tuppen. 
wancement to Fellow 
New South Wales 

G. S. Gilder, A. G. Morris. 


ission as Provisional Associate 
Victoria 
A. S. Brown, N. J. Laurenson. 


ission as Associate 
Victoria ; 
| K. A. M. Wilmot. 
admission as Associate 
Victoria 


R. A. Scully. 


Personal 


Mr. W. B. Ditchburn, a.1.c.a., advises that he has commenced practice as a Public 
fcountant at 397-9 Little Collins Street, Melbourne. 


Commonwealth Institute Students’ Society 
New South Wates Division 


At the Society’s regular monthly meeting on September 20, there was a good 
endance, over which the President, Mr. J. H. Martin, a.t.c.a., B.com. (Melb.), 
tsided. A very interesting and instructive lecture on the subject of “Banking, 
mance, and Foreign Exchange” was delivered by Mr. J. M. Garland, mM.com., M.A., 
f at the conclusion of the address, a hearty vote of thanks to the lecturer was 

pposed by Mr. E. S. Stewart and carried with acclamation. 
A meeting of the Society was held on October 4, when there was a large atten- 
nce. and, owing to the unavoidable absence of the President and Vice-President, 
chair was occupied by Mr. F. J. Ellis, aic.a. An excellent lecture, entitled 
pects of Executorship Accounts of interest to Students” was delivered by 
. J. C. F. Allen, a.c.a., at the conclusion of which, opportunity to ask questions 
the subject was taken by many of the students present. A hearty vote of thanks 

s accorded the lecturer on the motion of Mr. A. E. Collins. 
> 

Visits of Inspection 
An inspection of the office of the Daily Telegraph and Women’s Weekly by 
tmbers of the Society was arranged by Mr. P. C. White, and, owing to the large 
mber of members who signified their intention of participating, the party was 
ded and the visits were made on two nights, viz., August 30 and September 6, 
n the preparation and printing of the two newspapers were witnessed. 

On September 15, a visit of inspection of Chartres Ltd. was made by members 
the Society to view the operations of Remington Accounting Machines and 
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various calculating machines. The visit was arranged by the President of the 
Society with Mr. Jarman of Chartres Ltd., and proved very interesting and instruc. 
tive to the visitors. 


The Australasian Institute of Cost Accountants 


ADMISSIONS 
Admission as Associate 
Victorian Division—J. Bastian. 
New South Wales Division—H. A. T. Artup, F. L. Horn. 
South Australian Divisicn—J. J. Craig, C. A. Watts. 


Life Members 
A. H. Wright, F.c.a.a., of Derby, Tasmania. 
M. V. Anderson, F.c.A.A., of Melbourne, Victoria. 


VicToRIAN Division 
Research Groups 

Brief reports to hand are as follows: 

Labour Control_—This group met on October 22 last, when papers were presented 
by Mr. G. Williams of Prestige Hosiery Ltd. and Mr. Lyte of Charles Ruwolt. 
Both these speakers dealt with “Time and motion study” and their approach to the 
subject was much appreciated. The next subject of discussion will be the incorpora- 
tion of various systems in the cost records and the tying up of the payroll with the 
costing system. 


Production Control—This group met on October 23 and a paper was given by 
Mr. H. G. Polkinghorne of the R.A.A.F. printing organisation on “Job control by 
means of progress reports and Control Board.” At the same meeting Mr. E. A. 
Halliwell spoke on “Production orders and ancillary forms.” 


These two groups will continue until well into the New Year and it is hoped then 
also to commence two new discussions as follows: 


A. Budgetary Control. 
B. Construction Costs. 


“Cost Bulletin” 


No. 2 issue of the Cost Bulletin should be available towards the end of November. 
This completes the study of inventory policy commenced in the first issue and 
includes a discussion on valuation and post-war policies. Members are urged to 
inform the Council of any constructive criticism they care to give and also to make 
early application for their loose-leaf binders, which are available at 6/6 each. In 
case it is not generally known, members are also advised that the Institute is prepared 
to receive outside subscriptions for the Bulletin service and requisition forms can 
be obtained from the Registrar. 


October Lecture 


An interesting lecture was given on October 15 by Mr. A. H. Blamey on 
“Statistical methods and their practical use in industry.” Mr. Blamey spoke of the 
relation of statistics to cost accounting and dealt with the use of information pro- 
vided by Gallup polls and other means of collating information for use in industry. 
This subject is being emphasized in the 1946 examinations of the Institute and 
industry generally is taking a much greater interest in graphs, charts, and quality 
control. There was a good attendance and the lecturer’s address was _ highly 
appreciated. 


Addition to Library 


Through the courtesy of Mr. H. S. Kilfoyle, Past Australasian President, we 
have received a copy of State Electricity Commission of Victoria Financial Pro- 
cedure, Volume No. 3—Storekeeping. It is a manual covering practically every 
phase of storekeeping functions and is set up to permit of sectional break-up for 
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distribution to appropriate officers in the larger store where the work is subdivided. 
Functions of ordering, receipt, issue and costing are dealt with on_ orthodox lines. 
Financial control of stocks is carried out in greater detail than in most private 
concerns. Detailed quantity cards are maintained in the Storerocm, while detail 
ards, financially controlled, are kept in the Stores Offices. 

The volume is copiously illustrated with all necessary forms and is available to 
members| on the usual loan conditions. 


FinaL EXAMINATION, SEPTEMBER, 1945 
Examiners’ Report—First Paper 


Average marks obtained in each question in this paper were as follows: 
Question 1. 12-19 marks out of possible 20 
. Il 15 
11-33 20 
13-78 ; 20 
12-9 ‘ 25 


It will thus be seen that the question receiving the most marks by candidates was 
number 2 and the least correctly answered was the last question, dealing with 
differential costs. In this problem, most candidates knew that differential cost was 
the difference in cost between two levels of production but their efforts to apply 
this knowledge to the problem set were very disappointing. Since 110% was normal 
capacity, it was obvious that the answer desired was the cost of lifting production 
to 120%, or full capacity, divided by the cost of the extra 500 units made. The most 
common error made was to exclude from costs the material and labour involved 
in manufacture on the score that, being “constant under present conditions,” it 
could be disregarded. This theory is incomprehensible since no unit can be made 
without all the three elements of cost. The point was, of course, that material 
and labour were constant per unit and did not vary per unit with each rise in 
production. They amount obviously to the differences between total cost (sales less 
profit) and the expenses, Another error was the attempt made to calculate the 
differential cost as being the difference, between the unit cost at one level as against 
the wnit cost at another. Other candidates claimed that the unit cost itself was the 
differential cost. All these errors common to sG many papers indicate the need 
for coaches to give much more detailed and close attention to this subject. The 
latter part of the question dealing with dumping and an export price was mainly 
notable for the failure of a large majority of candidates to appreciate the fact that 
a sale at the differential cost plus 11-1% for profit would be sufficient to warrant 
an increase to the higher productive level. 

Question 1 was not well answered as regards mechanical units and it wouid appear 
that J. M. Clarke’s theories that larger mechanical units usually bring economies 
and the growth of business to the stage of machines replacing men were not well 
known. Question 2 was well answered, although many candidates did not appreciate 
the fact that they had to supply a corrected control account. This is always implied 
when criticism is invited of an incorrect set of figures. Some knew of two or more 
methods of stock issue (with examples), while others knew one method only and 
could only be marked accordingly. 

It was surprising to notice the large number of candidates who did not know 
anything (according to their answers) of the cost of sales summary in question 3. 
Even the cost of sales system itself, so common in a set of cost accounts, was not 
clear to a large number. It should have been obvious that, if the cost of sales was 
sales price less profit, such costs must be listed or summarized somewhere. A common 
error was to confuse this summary with a schedule of production. In nearly all 
cases, standard cost must be used, as this registers the “standard” profit off which 
the variances are taken to give “actual” profit. 

_ Many differences of opinion on relative methods of recovering cost were evident 
m question 4, While this may be claimed as a healthy tendency in practice, as it 
indicates a flexibility in adapting methods to suit individual requirements, it is felt 
that for examination purposes, sufficient information was given in the text to provide 
for one only “best” method in each case. For instance, in department B, a rate per 
hour worked would recover fully the expense incurred, but when it is considered 
that men would obviously be operating more expensive machines, etc., this rate 
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creates anomalies. Again, since it is desired to switch work from boys to men and 
vice versa, this would result in different costs for the same job. A percentage rate 
on labour, it is considered, would tend to equalise costs in this department. 


QUEENSLAND DIvISsION 


Re Election—Council for 1946 

Nominaticns for office of Councillor of the Division must be in the hands of the 
State Registrar on or before February 4, 1946. 

This being the first year of the Division, all present Councillors retire in accordance 
with the Articles. These are: President, A. Greenhill; Vice-President, C. Viertel; 
Treasurer, H. R, Marshall; Councillor, W. F. Barrett; Councillor, K. C. Auld; 
Councillor and State Registrar, Geo. F. Offner. 


The New Zealand Institute of Cost Accountants 


LUNCHEON 


The final luncheon meeting of the year for the Auckland Branch was held oa 
Wednesday, October 3, at Milne & Choyces Tea Rooms. 

After luncheon in the main tea rooms, the members—of whom there was an excel- 
lent muster—adjourned to the Elizabethan Room for the meeting, where they 
listened to two short addresses on the subject of “Budgetary Control” by Messrs. 
P. E. Allen and B. E. Grant. 

Mr. Grant, who dealt specifically with the problem as handled in his own business— 
that of clothing manufacture—outlined the various budgets that made up the year’s 
budget programme, and the degree of responsibility of the various executives. In 
view of the present abnormal circumstances, he explained how the production budget 
had replaced the sales budget, as the starting point in the budget programme. 

The second speaker, while dealing more with general budgetary principles, also 
gave members the benefit of some of his own experience. Among other matters, 
he pointed out how, in growing businesses, many small items of expense which in 
early years were of relatively little importance should be given perhaps more 
attention in the budget than was often the case. Mr. Allen emphasised the necessity 
of adapting budgetary principles to suit the particular business rather than trying 
to foist on to a business some ready-made text-book scheme. 

While lack of time limited the number of questions put to the speakers at the 
conclusion of the addresses, those that were asked showed the interest taken by 
members in the subject. A hearty vote of thanks to both speakers was passed by 
those present. 

ADVANCEMENT 


The Council has approved the advancement to the status of Fellow of Mr. 
W. G. Rodger of Wellington. 


New Zealand Society of Accountants 


Advice has been received from the New Zealand Society of Accountants of its 
intention to hold an Accountants’ Convention in Christchurch from 26th February 
to tha Ist March, 1946. The Society has kindly extended an invitation to attend, to 
any member of the Commonwealth Institute of Accountants who might be in Christ 
church at the time of the Convention. Any member likely to be interested is asked 
to communicate with the Registrar. 





Brown, Prior, Anderson Pty. Ltd., 430 Little Bourke Street, Melbourne 











